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"  A  man  without  credit  is  like  a  bird  without  wings  ;    if  he  soars 
he  falls  to  the  ground  and  dies." — Eastern  Proverb. 

"  The  mixture  of  those  things  by  speech,  which  are  by  nature 
divided,  is  the  mother  of  all  error." — Hooker. 
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"  The  liberties  of  the  world  have  been  fought  for  by  men  of  all  ranks. 
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ranks,  all  states  of  life.  They  have  contributed  to  the  making  of  a 
new  world,  and  of  the  new  world  let  each  and  all  have  their  fair 
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INTRODUCTION 

In  these  exciting  times  action,  prompted  by  passion, 
dominates  many  millions  of  the  human  race, 
amongst  whom,  however,  in  the  quiet  atmosphere 
of  luxurious  retreats,  a  few  cold  reasoners  give 
direction  to  world  movements  which  will  make  the 
rest  of  mankind  unconscious,  though  practically 
self-selected,  slaves. 

In  reading  the  chapter  on  ''  The  Coming  Slavery  '' 
in  The  Man  versus  The  State,  by  Herbert  Spencer, 
one  feels  a  pang  of  regret  that  this  great  thinker 
should  have  imprisoned  his  mighty  intellect  within 
the  walls  of  his  own  definition  of  evolution,  and 
thereby  have  placed  an  unnatural  check  upon  the 
development  of  his  otherwise  unerring  logic  and 
freedom  of  perception. 

If  the  prophetic  words  of  ''  The  Coming  Slavery  '* 
could  be  emblazoned  in  letters  of  flame  across  the 
sky  above  our  legislative  chambers,  the  phenomenon 
would  not  be  stranger  than  the  danger  that  menaces 
us — a  danger  that  lies  within  ourselves  and  in  the 
stranger  within  our  gates. 

The   fatal   defect   in   its   mechanism    made   the 
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philosophy  of  Spencer  almost  one  of  despair.  In 
essence  it  is  not  so. 

Of  State  SociaUsm,  towards  which  we  are  rushing 
headlong,  and  of  any  form  of  co-operation,  Spencer 
shows  the  final  result  to  be  a  revival  of  despotism 
and  an  extinction  of  freedom. 

He  writes  : 

"  Evidently  then,  the  changes  made,  the  changes 
in  progress,  and  the  changes  urged,  will  carry  us 
not  only  towards  State-ownership  of  land  and 
dwellings  and  means  of  communication,  all  to  be 
administered  and  worked  by  State-agents,  but 
towards  State-usurpation  of  all  industries ;  the 
private  forms  of  which,  disadvantaged  more  and 
more  in  competition  with  the  State,  which  can 
arrange  everything  for  its  own  convenience,  will 
more  and  more  die  away  ;  just  as  many  voluntary 
schools  have,  in  presence  of  Board-schools.  And 
so  will  be  brought  about  the  desired  ideal  of  the 
Socialists. 

"  Yet  even  did  their  plans  succeed,  it  could  only 
be  by  substituting  one  kind  of  evil  for  another. 

"  For  no  form  of  co-operation,  small  or  great,  can 
be  carried  on  without  regulation,  and  an  implied 
submission  to  the  resulting  agencies.  Even  one  of 
their  own  organizations  for  effecting  social  changes 
yields  them  proof.  It  is  compelled  to  have  its 
councils,  its  local  and  general  officers,  its  authorita- 
tive leaders,  who  must  be  obeyed  under  penalty  of 
confusion  and  failure.     And  the  experience  of  those 
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who  are  loudest  in  their  advocacy  of  a  new  social 
order  under  the  paternal  control  of  a  Government 
shows  that  even  in  private  voluntarily-formed 
societies,  the  power  of  the  regulative  organization 
becomes  great,  if  not  irresistible ;  often,  indeed, 
causing  grumbling  and  restiveness  among  those 
controlled.  Trades-unions  which  carry  on  a  kind 
of  industrial  war  in  defence  of  workers'  interests 
versus  employers'  interests,  find  that  subordination 
almost  military  in  its  strictness  is  needful  to  secure 
efficient  action  ;  for  divided  councils  prove  fatal  to 
success.  And  even  in  bodies  of  co-operators, 
formed  for  carrying  on  manufacturing  or  dis- 
tributing businesses,  and  not  needing  that  obedience 
to  leaders  which  is  required  where  the  aims  are 
offensive  or  defensive,  it  is  still  found  that  the 
administrative  agency  gains  such  supremacy  that 
there  arise  complaints  about  the  '  tyranny  of 
organization.'  Judge  then  what  must  happen  when, 
instead  of  relatively  small  combinations,  to  which 
men  may  belong  or  not  as  they  please,  we  have  a 
national  combination  in  which  each  citizen  finds 
himself  incorporated,  and  from  which  he  cannot 
separate  himself  without  leaving  the  country. 
Judge  what  must,  under  such  conditions,  become 
the  despotism  of  a  graduated  and  centraUzed 
officialism,  holding  in  its  hands  the  resources  of 
the  community,  and  having  behind  it  whatever 
amount  of  force  it  finds  requisite  to  carry  out  its 
decrees  and  maintain  what  it  calls  order.    Well  may 
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Prince   Bismarck   display  leanings   towards   State 
Socialism  !  ^ 

'*  And  then  after  recognizing,  as  they  must,  if 
they  think  out  their  scheme,  the  power  possessed 
by  the  regulative  agency  in  the  new  social  system 
so  temptingly  pictured,  let  its  advocates  ask  them- 
selves to  what  end  this  power  must  be  used.  Not 
dwelling  exclusively,  as  they  habitually  do,  on  the 
material  well-being  and  the  mental  gratifications 
to  be  provided  for  them  by  a  beneficent  adminis- 
tration, let  them  dwell  a  little  on  the  price  to  be 
paid.  The  officials  cannot  create  the  needful  sup- 
plies ;  they  can  but  distribute  among  individuals 
that  which  the  individuals  have  joined  to  produces 
If  the  public  agency  is  required  to  provide  for  them, 
it  must  reciprocally  require  them  to  furnish  the 
means.  There  cannot  be,  as  under  our  existing 
system,  agreement  between  employer  and  employed 
— this  the  scheme  excludes.  There  must  in  place 
of  it  be  command  by  local  authorities  over  workers, 
and  acceptance  by  the  workers  of  that  which  the 
authorities  assign  to  them.  And  this,  indeed,  is  the 
arrangement  distinctly,  but  as  it  would  seem  inad- 
vertently, pointed  to  by  the  members  of  the  Demo- 
cratic Federation.  For  they  propose  that  production 
should  be  carried  on  by  '  agricultural  and  industrial 
armies  under  State-control ' ;    apparently  not  re- 

^  The  German  Rulers  finally  adopted  a  less  obtrusive  but  even 
more  effective  machine — the  financial  control  of  the  means  to 
live.     (See  Chapter  IV.)  :    , 
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membering  that  armies  presuppose  grades  of 
officers,  by  whom  obedience  would  have  to  be 
insisted  upon ;  since  otherwise  neither  order  nor 
efficient  work  could  be  ensured.  So  that  each 
would  stand  towards  the  governing  agency  in  the 
relation  of  slave  to  master. 

*'  Each  member  of  the  community  as  an  individual 
would  be  a  slave  to  the  community  as  a  whole. 

'*The  Socialist  speculation  is  vitiated  by  an 
assumption  like  that  which  vitiates  the  speculations 
of  the  '  practical '  politician.  It  is  assumed  that 
officialism  will  work  as  it  is  intended  to  work,  which 
it  never  does.  The  machinery  of  Communism,  like 
existing  social  machinery,  has  to  be  framed  out 
of  existing  human  nature  ;  and  the  defects  of  exist- 
ing human  nature  will  generate  in  the  one  the  same 
evils  as  in  the  other.  The  love  of  power,  the 
selfishness,  the  injustice,  the  untruthfulness,  which 
often  in  comparatively  short  times  bring  private 
organizations  to  disaster,  will  inevitably,  where 
their  effects  accumulate  from  generation  to  genera- 
tion, work  evils  far  greater  and  less  remediable ; 
since,  vast  and  complex  and  possessed  of  all  the 
resources,  the  administrative  organization  once 
developed  and  consolidated,  must  become  irre- 
sistible.'' 

Human  nature  may  or  may  not  deserve  the  harsh 
view  of  it  taken  by  Herbert  Spencer.  But  many 
quite  practical  people  believe  that  its  evils  are  both 
causes  and  effects  which  act  and  react  upon  one 
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another  in  the  enforced  struggle  to  acquire  more  or 
less  control  over  means  to  live ;  self-preservation 
being  a  natural  law. 

In  defence  of  its  means  to  live,  human  nature  is 
capable  of  rising  to  great  heights  of  personal  courage, 
hardship,  endurance,  sacrifice,  honour  and  glory ; 
it  is  sometimes  ready  to  die  in  the  struggle  to  live ; 
as  it  may  fall  to  the  lowest  depths  of  baseness  and 
brutality  in  the  same  cause. 

The  State,  the  Union,  the  International  Co- 
operative Society,  or  the  Money  Trust,  which 
acquires  control  over  the  means  to  live,  acquires 
that  for  which  the  meanest  living  creature,  in  the 
last  resort,  with  its  back  to  the  wall,  will  fight. 
.  All  governing  bodies,  whether  ofQcial  or  unofficial, 
which  regard  control  of  the  means  to  live  as  a  proper 
object  of  concentration  or  monopoly,  are  eventually 
destroyed  by  the  governed  ;  if  they  do  not  fall  to 
pieces  of  their  own  volition.  Their  fate  is  as  certain, 
though  slower  of  realization,  as  it  would  be  if  they 
were  to  make  a  ''  corner  ''  in  the  oxygen  of  the 
atmosphere  and  attempt  to  distribute  it,  through 
officials,  at  fixed  rates  and  quantities,  in  an  order 
regulated  by  priority  claims  adjudicated  upon  by 
a  priority  committee.  Considerations  of  fate  have 
not  prevented  such  a  ''  corner  "  from  being  made  ; 
inability  to  discover  any  method  whereby  it  might 
be  done  has  alone  been  responsible.  Where  a  way 
could  be  found  to  control  the  means  to  live,  it  was 
found,  and  carried  into  effect  by  blood  and  iron  if 
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necessary ;  strong  nations  have  wiped  out  weak 
ones  in  laying  the  tracks  and  exacting  the  toll. 
The  latest  method — Control  of  Banking  Credit,  alias 
Funds,  alias  Money — whereby  a  monopoly  of  the 
trade  of  the  world  is  to  follow  the  world  war,  is  the 
most  ambitious  as  well  as  the  most  subtle  atterqpt 
ever  made  to  control  the  means  to  live.  Should  it 
succeed,  then  economic  slavery  would  betide  the 
bulk  of  the  populace  on  the  European  and  American 
continents,  besides  farther  afield,  until  its  overthrow. 

In  Great  Britain  its  influence  is  apparent  in  our 
methods  of  financing  the  war  with  a  maximum  of 
present  and  future  burdens,  and  no  compensating 
extensions  and  improvements  controlled  by  the 
people  as  individuals  which  would  enable  those 
individuals  to  bear  their  burdens  unaided.  That  the 
method  may  succeed  this  aid  must  be  rendered 
necessary  and  received  as  a  favour,  not  as  a  right  ; 
so  to  justify  a  subjugating  toll  upon  that  industry, 
initiative  and  enterprise  by  which  alone  a  long 
war  can  be  sustained  and  the  waste  of  it  ultimately 
repaired. 

Reasoned  freedom  to  participate  as  a  right  in  the 
control  of  credit,  alias  funds,  alias  money,  which  is 
fundamental  to  successful  industry,  trade  and 
commerce,  is  the  claim  which  this  book  makes  for 
the  British  people  ;  practical  participation  for  the 
individual  with  a  name  and  address,  not  theoretical 
participation  for  the  numerous  but  elusive  nation  ; 
for  the  individual  who  has  to  pay,  not  for  represen- 
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tatives  of  the  nation  who  act  on  the  national  behalf. 
In  its  pages  : 

Chapter  I  consists  of  the  text  of  the  first  draft 
of  a  proposed  Industrial  Loans  Bill.  (See  also 
Appendix.) 

Chapter  II  written  in  lettered  sections  refers  to 
the  corresponding  sections  of  the  Bill  in  argu- 
ments, comments  and  explanations  shorn  of 
legal  phraseology. 

Chapter  III  consists  of  "  The  Menace  of  the 
Money  Trust  '*  originally  published  in  the 
Financial  Review  of  Reviews  and  reproduced 
by  courtesy  of  the  Proprietors  of  that 
Journal. 

Chapter  IV  consists  of  *'  Kaiserism  in  Finance/* 
an  address  delivered  at  the  Constitutional  Club 
on  Thursday,  March  21st,  1918. 

Chapter  V  consists  of  the  Evidence  given  by 
the  author  before  the  Banking  Amalgamations 
Committee  at  the  House  of  Lords  in  Com- 
mittee Room  A  on  April  8th,  191 8. 

Chapter  VI  consists  of  an  article  on  ''  Money, 
Credit  and  the  Bank  Act,''  republished  from 
the  Fortnightly  Review  by  courtesy  of  the 
Proprietors. 

Chapter  VII  consists  of  an  open  letter  to  Lord 
Milner  republished  from  the  Fortnightly  Review 
by  courtesy  of  the  Proprietors. 

Chapter  VIII  consists  of  an  article  entitled 
**  £5  155.  for  £3  17s.  loji.,*'  republished  from 
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the   Fortnightly  Review  by   courtesy   of     the 
Proprietors. 
The    Appendix    consists    of    six    points   for  an 
Economic  War  PoUcy: 

Also  of  two  charts  ;  the  one  showing  the  workings 
of  the  proposed  Industrial  Loans  Bill ;  the  other, 
the  stability  of  the  proposed  Credit  of  the  Bill,  as 
compared  with  that  of  ordinary  Banking  Credit. 

Oswald  Stoll. 
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CHAPTER  I 

FIRST  DRAFT  BY  AN  EMINENT  PARLIAMENTARY 
DRAFTSMAN  OF  AN   INDUSTRIAL  LOANS  BILL 

A  Bill  to  provide  for  the  granting  of  Indus- 
trial Loans  by  Banks  on  property  used 
for  the  purposes  of  Production,  to 
provide  for  a  Government  guarantee  in 
respect  of  such  loans,  to  extend  the 
powers  and  duties  of  the  Bank  of 
England,  and  otherwise  to  facilitate  the 
creation  of  credit  within  the  British 
Empire, 

Be  it  enacted  by  the  King's  Most  Excellent 
Majesty,  by  and  with  the  advice  and 
consent  of  the  Lords  Spiritual  and  Tem- 
poral, and  Commons,  in  this  present 
Parliament  assembled,  and  by  the  authority 
of  the  same,  as  follows  : 

1.  It  shall  be  the  duty  of  every  Bank,  obligation 
subject  to  the  provisions  of  this  Act  and  make?o^ans° 
to    Regulations    made    by    the    Treasury  with^c?edft 
thereunder,    to    make    loans    to    persons  ^^siit. 
entitled  to   credit   right   under   this   Act, 
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to  be  repaid  by  equal  annual  instalments. 

Such   loans   are   hereinafter   described   as 

industrial  loans. 

Valuation  of      2.  The  Valuc  of  property  for  the  pur- 
property  for  r     r       J  r 

the  purposes  poscs  of  Credit  right  shall  be  determined 

of  credit  f       ,        r   ,.        • 

right.  m  the  following  manner  : — 

(i)  The  value  of  any  land  or  heredita- 
ments which  have  been  valued  for  the 
purposes  of  the  Finance  (1909-10)  Act, 
1910,  shall  be  the  total  value  fixed  on  such 
valuation,  or  where  there  has  been  a 
subsequent  ascertainment  of  the  total  value 
,  by  the  Commissioners  of  Inland  Revenue 
the  total  value  as  then  ascertained,  and  a 
copy  of  the  particulars  mentioned  in 
Section  30  of  the  Finance  (1909-10)  Act, 
1910,  certified  as  therein  mentioned,  shall 
be  sufficient  evidence  of  such  valuation  : 
Provided  nevertheless  that 

{a)  Any  person  holding  an  interest 
in  such  lands  or  hereditaments  may 
apply  to  the  Commissioners  of  Inland 
Revenue  to  certify  the  value  of  his 
interest  and  the  Commissioners,  with 
due  regard  to  the  total  value,  may 
certify  accordingly. 

(6)  Any  person  holding  an  interest 
in  such  land  or  hereditaments  subject 
to  incumbrances  may   apply  to  the 
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Commissioners  of  Inland  Revenue  to 
certify  the  amount  or  value  of  the 
incumbrances,  and  the  Commissioners, 
with  due  regard  to  the  total  value, 
may  certify  accordingly  ;    and 

(c)  Where  the  total  value  has  in- 
creased since  the  date  of  the  last 
ascertainment  of  total  value,  the  owner 
may  apply  to  the  Commissioners  of 
Inland  Revenue  for  a  fresh  valuation 
and  the  Commissioners  shall  make 
such  valuation  and  shall  certify  ac- 
cordingly. 

(2)  The  value  of  any  property  of  a 
statutory  company  as  defined  by  Section  38 
of  the  Finance  (1909-10)  Act,  1910,  and 
the  amount  or  value  of  any  incumbrances 
thereon,  may  be  certified  by  the  Board  of 
Trade  on  the  application  of  such  Company, 
and  no  valuation  under  that  Act  shall 
affect  the  value  of  the  property  of  such 
Company  for  the  purposes  of  this  Act. 

(3)  The  value  of  any  property  of  a  rating 
authority,  as  defined  by  Section  35  of 
the  Finance  (1909-10)  Act,  1910,  and  the 
amount  or  value  of  any  incumbrances 
thereon  may  be  certified  by  the  Local 
Government  Board  on  the  application  of 
that  rating  Authority  and  no  valuation 
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under  that  Act  shall  affect  the  value  of 
the  property  of  such  authority  for  the 
purposes  of  this  Act. 

(4)  The  value  of  any  other  property  used 
for  purposes  of  production  and  of  any 
incumbrances  thereon  shall  be  certified  by 
the  Commissioners  of  Inland  Revenue  on 
the  application  of  the  owner  or  reputed 
owner  of  such  property. 

(5)  Any  application  for  a  certificate 
under  this  section  shall  be  made  in  the 
prescribed  form  and  shall  be  accompanied 
by  the  prescribed  fee. 

(6)  Any  certificate  of  the  Commissioners 
of  Inland  Revenue,  the  Board  of  Trade, 
or  the  Local  Government  Board,  under 
this  section,  may  be  under  the  hand  of  a 
Secretary  or  Assistant  Secretary  of  such 
Commissioners  or  Board. 

As  to  the  3. — (i)  There  shall  be  appointed  by  the 

proof  of  title: 

Lord  Chancellor  such  number  of  examiners 
of  title  at  such  salaries  as  the  Treasury 
may  approve  for  the  purpose  of  examining 
the  title  of  any  intending  applicant  for  an 
industrial  loan. 

(2)  Where  in  any  part  of  the  United 
Kingdom  provision  has  been  made  under 
any  Act  of  Parhament  for  the  registration 
of  title  to  land,  Rules  made  under  this 
section  may  provide  for  the  examination 
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of  title  by  any  official  appointed  for  the 
purposes  of  such-  registration  and  such 
official  shall  be  an  examiner  for  the  pur- 
poses of  this  section. 

(3)  An  appUcation  for  a  certificate  of 
title  shall  be  accompanied  by  the  certificate 
of  value,  and  the  applicant  shall  furnish 
all  documents  and  information  required  by 
the  examiner. 

(4)  It  shall  be  the  duty  of  the  examiner 
to  enquire  whether  a  good  title  as  between 
vendor  and  purchaser  has  been  shown  to 
the  property  comprised  in  the  certificate 
of  value,  and  whether  the  appUcant  is 
entitled  to  charge  such  property  subject 
to  any  and  what  prior  charges  or  limitations, 
and  with  any  and  what  consents  or  sanc- 
tions, and  to  certify  accordingly.  The 
examiner  shall  accept  as  sufficient  evidence 
of  title  such  evidence  as  in  his  opinion 
would  allow  the  title  to  be  accepted  without 
serious  commercial  risk.  In  the  case  of 
chattels  a  statutory  declaration  may  be 
accepted  as  sufficient  evidence. 

(5)  There  shall  be  no  appeal  against  the 
grant  of  a  certificate  or  for  the  variation 
of  a  certificate,  but  the  appHcant  may 
appeal  against  a  refusal  to  grant  a  certi- 
ficate. 

(6)  A  Judge  of  the  Chancery  Division  of 


24  FREEDOM  IN  FINANCE 

the  High  Court  of  Justice  shall  be  assigned 
by  the  Lord  Chancellor  to  supervise  the 
examiners  of  title  and  to  hear  appeals 
against  any  refusal  of  a  certificate. 

(7)  The  Lord  Chancellor  shall,  with  the 
concurrence  of  the  Treasury,  make  Rules 
for  the  purpose  of  carrying  into  effect  this 
section  and  such  Rules  may  fix  the  offices 
of  the  examiners  in  London  or  at  the 
District  Registries  of  the  High  Court  of 
Justice  or  elsewhere. 

(8)  In  the  appHcation  of  this  section  to 
Ireland  the  Lord  Chancellor  shall  mean 
the  Lord  Chancellor  of  Ireland. 

(9)  In  the  application  of  this  section  to 
Scotland  the  Lord  Chancellor  shall  mean 
the  Lord  Advocate  and  the  Chancery  Divi- 
sion of  the  High  Court  of  Justice  shall 
mean  the  Court  of  Session. 

Certificate  4.  The  Commissioucrs  of  Inland  Revenue 
^^°  ^  shall,  on  the  appHcation  of  any  person 
holding  a  certificate  of  value  and  a  certi- 
ficate of  title,  certify,  under  the  hand  of 
their  Secretary  or  Assistant  Secretary, 
the  amount  of  the  profits  earned  by  such 
person  in  or  upon  the  land  or  hereditaments 
to  which  such  certificates  relate  during 
each  of  the  last  five  financial  years,  or  if 
the  business  has  been  carried  on  for  less 
than  five  years  during  each  financial  year 
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since  the  establishment  of  the  business. 
The  Commissioners  may  require  from  such 
person  any  documents  or  particulars  which 
seem  to  them  necessary  for  this  purpose 
and  may  require  such  particulars  to  be  veri- 
fied by  statutory  declaration.  Any  period 
of  twelve  months  for  which  the  accounts  are 
usually  made  up  may  be  deemed  to  be  a 
financial  year  for  the  purposes  of  this 
section. 

5.  The    following    conditions    of    credit  conditions  of 
right  must  be  satisfied  before  any  person  ^^^  ^*  "^ 
shall  be  entitled  to  an  industrial  loan  from 
any  Bank  under  this  Act : — 

(i)  The  applicant  must  be  in  possession 
of  property  shown  by  the  certificate  of 
value  to  be  worth  more  than  two  hundred 
pounds,  and  such  property  must  be  in 
possession  of  the  applicant  and  used  by 
him  for  the  purposes  of  production  :  Pro- 
vided that 

(a)  When  two  or  more  persons  hold 
interests  in  any  property  they  may 
apply  for  a  joint  loan  if  the  total  value 
of  the  interests  is  over  two  hundred 
pounds,  and  such  property  is  in  the 
possession  of  and  used  by  one  or 
more  of  those  persons  for  the  purposes 
of  production  ;    and 
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(b)  In  the  case  of  land  let  as  a 
farm  for  a  term  not  exceeding  three 
years  the  landlord  shall  be  deemed  to 
be  in  possession  and  to  be  using  the 
land  for  the  purposes  of  production  ; 

(2)  The  appUcant  must  be  a  British 
subject  or  a  Company  whereof  the  greater 
part  of  the  share  capital  is  held  by  British 
subjects ; 

(3)  The  appHcant  must  deposit  at  the 
Bank  his  certificate  of  value,  certificate  of 
title  and  certificate  of  profits,  and  such 
deeds  or  documents  of  title  as  the  Bank 
may  require  relating  to  the  property  offered 
as  security  for  a  loan  ; 

(4)  The  certificate  of  profits  must  show 
that  the  average  amount  of  the  annual 
profits  earned  by  the  applicant,  or,  in  the 
case  of  an  application  under  condition  (i) 
(a)  by  the  apphcant  in  possession,  during 
the  five  years  to  which  such  certificate 
relates,  exceeded  the  amount  of  the 
annual  instalment  which  the  applicant 
would  be  required  to  pay  in  repayment  of 
the  principal  of  the  loan  :    Provided  that 

(a)  If  the  business  has  been  estab- 
lished for  less  than  five  years  the 
average  amount  of  the  annual  profits 
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earned  since  the  establishment  of  the 
business  shall  be  substituted  for  the 
average  amount  of  the  annual  profits 
earned  during  the  five  years  ; 

(b)  The  interest  paid  on  any  charge 
which  the  appHcant  undertakes  to 
discharge  out  of  the  proposed  loan 
shall  not  be  deducted  from  profits 
when  estimating  such  average ; 

(5)  The  title  of  the  applicant  as  certified 
in  the  certificate  of  title  must  show  that 
the  applicant  is  able  to  give  a  first  charge 
on  the  freehold  of  the  land  or  hereditaments 
included  in  the  certificate :   Provided  that 


(a)  A  first  charge  on  freehold  land 
and  hereditaments  shall  not  be  neces- 
sary if  the  value  of  the  prior  incum- 
brances do  not  exceed  ten  per  centum 
of  the  total  value  of  the  land  and 
hereditaments  ;    and 

(b)  A  leasehold  title  to  the  land  and 
hereditaments  shall  be  deemed  suffi- 
cient if  the  value  of  the  interest  of  the 
leaseholder  is  shown  by  the  certificate 
of  value  to  be  not  less  than  ninety  per 
centum  of  the  value  of  the  land  and 
hereditaments. 
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(6)  The  amount  of  the  loan  shall  not 
exceed 

(a)  In  the  case  of  a  loan  secured  by 

a  first  charge  on  freehold  land  and 

/  hereditaments   one-half  of  the  value 

!  of  the  property  of  the  applicant  as 

I  shown  in  the  certificate  of  value  ;   and 

1  (b)  In  the  case  of  a  loan  secured  by 

\  a  second  charge  on  freehold  land  and 

hereditaments,  or  by  a  first  charge  on 

leasehold     land    and     hereditaments, 

forty  per  centum  of  such  value  ; 

(7)  In  the  case  of  loans  on  the  security 
of  property  other  than  land  or  heredita- 
ments, and  in  the  case  of  loans  on  land 
and  hereditaments  where  the  business 
carried  on  therein  is  of  a  personal  character 
or  Uable  to  great  fluctuation  collateral 
security  may  be  required  ; 

(8)  The  applicant  must  do  all  things 
which  are  necessary  to  effectuate  the 
security  of  the  Bank. 

Granting  g.  (i)  If  a  Bank  proposes  to  errant  an 

or  refusing  ^  ^      ^  ^ 

loan.  industrial   loan,    or   if   an   arbitrator   has 

awarded  that  a  loan  shall  be  made,  the 
Bank  shall,  before  granting  the  loan, 
report  to  the  Treasury  in  the  prescribed 
manner  how  the  conditions  of  credit  right 
have    been    satisfied,    and    the    Treasury 
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may,   within   one   month   after   receiving        , 
such  report,  refuse  to  guarantee  the  loan        | 
without  assigning  any  cause,  and  such  loan 
shall  not  be  made  as  an  industrial  loan 
under  this  Act. 

(2)  A  Bank  may  refuse  to  grant  an 
industrial  loan  on  the  ground  that  the 
conditions  of  credit  right  have  not  been 
satisfied,  or  on  the  ground  that  the  Treasury 
refused  to  guarantee  the  loan,  or  for  any 
other  good  and  sufficient  reason. 

(3)  The  Bank  shall  require  as  a  con- 
dition of  a  loan  that  the  borrower  shall 
enter  into  a  covenant  to  continue  to  use 
the  property  for  purposes  of  production 
and  to  keep  the  same  equipped  and  organ- 
ized for  those  purposes  and  to  use  the 
sum  lent  for  the  discharge  of  liabiUties  on 
or  affecting  the  property  or  for  the  de- 
velopment of  the  property  or  of  the 
business  carried  on  therein  or  thereon  or 
for  some  other  purpose  of  production  to 
be  specified  in  the  covenant,  and  may 
require  that  the  borrower  shall  keep  at 
the  Bank  his  banking  account  in  relation 
to  the  business  carried  on  by  the  appUcant 
on  or  by  means  of  this  property. 

(4)  No  proceedings  shall  be  taken  in 
any  Court  of  Law  by  an  appHcant  against 
any  Bank  for  refusing  to  grant  an  industrial 
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loan  or  in  respect  of  any  ground  alleged 
by  the  Bank  for  refusing. 

(5)  If  any  question  arises  between  an 
applicant  and  a  Bank  as  to  whether  a  loan 
should  be  granted  or  as  to  the  conditions 
to  be  satisfied  before  such  loan  is  granted 
or  otherwise  in  relation  to  the  making  or 
securing  of  the  loan,  or  to  the  period  of 
repayment,  it  shall  be  referred  to  an  Arbi- 
trator appointed  by  the  Treasury  subject 
to  the  prescribed  conditions,  and  the 
award  shall  be  final  and  binding  on  the 
parties. 

(6)  The  Bank  shall,  when  the  loan  has 
been  granted,  hand  to  the  applicant  a 
certificate  showing  the  amount  of  the  loan 
and  copies  certified  by  the  Bank  of  the 
certificate  of  value,  the  certificate  of  title 
and  the  certificate  of  profits. 

Government       7.  The  Treasury  shall  in  the  prescribed 

guarantee  .  r         1        t-»       1  • 

and  Reserve,  manner  indemnify  the  Bank  against  any 
loss  arising  from  the  failure  to  secure 
repayment  of  an  industrial  loan  unless 
such  loss  was  caused  or  contributed  to 
by  the  negligence  of  the  Bank  in  the 
perfecting  or  custody  of  the  security  or 
in  taking  all  proper  and  necessary  steps 
to  enforce  the  same.  The  Bank  shall 
deduct  from  the  loan  and  shall  pay  to  the 
Treasury  the  prescribed  amount  (not  ex- 
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ceeding  five  per  centum  on  the  amount  of 
the  loan)  as  the  borrower's  payment  for 
the  Treasury  guarantee.  Such  payments 
shall  be  made  in  the  prescribed  manner, 
and  may  be  made  by  bills  endorsed  by  the 
Bank  to  mature  as  instalments  in  repay- 
ment of  the  loan  fall  due.  The  sums  so 
paid  shall  be  held  by  the  Treasury  so  far 
as  possible  in  gold  as  a  reserve  for  the 
payment  of  any  sums  payable  by  the 
Treasury  under  this  section  and  subject 
thereto  as  a  Government  Banking  and 
Legal  Tender  Currency  Reserve.  Subject 
as  aforesaid  any  sums  payable  by  the 
Treasury  under  this  section  shall  be  charged 
upon  and  issued  out  of  the  ConsoUdated 
Fund  of  the  United  Kingdom  or  the 
growing  produce  thereof. 

8.  All  industrial  loans  charged  upon  any  Priority  of 
property  shall  take  priority  over  all  sub-  loans, 
sequent  charges. 

9.  (i)  No    person    shall    carry    on    the  No  person 
business  of  banking  in  the  United  Kingdom  bus?neL°of 
after  the  ist  day  of  January,  1920,  if  the  hasrSused* 
Treasury   certifies   that   such   person   has  i^nd^s^trfai 
refused  to  grant  industrial  loans  in  accord-  ^^^°^- 
ance  with  the  provisions  of  this  Act. 

(2)  If  any  company  in  relation  to  which 
the  Treasury  so  certifies  was  incorporated 
for  the  purpose  of  banking  and  does  not 
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procure  such  an  amendment  of  its  Memor- 
andum of  Association  or  other  document 
or  Act  regulating  its  powers  as  may  prevent 
it  from  carrying  on  the  business  of  banking 
it  may  be  wound  up  on  the  application  of 
the  Treasury. 

(3)  If  any  person  carries  on  the  business 

of  banking  contrary  to  the  provisions  of 

this  section,  he  shall  be  Hable  on  summary 

conviction    to    a    penalty    not    exceeding 

£1,000  and  a  daily  penalty  not  exceeding 

£100. 

Regard  to  10.  In    any    arbitration    as    to    wages 

A^cthi  °       between   an  employer  who  has   obtained 

Lrbitratrons.   ^^    industrial    loan    and    his    employees, 

regard  shall  be  had  to  the  benefit  conferred 

upon  the  employer  by  the  provisions  of 

this  Act. 

Advisory  11.  (i)  An  Advisory  Board,   consisting 

of  not  less  than  eleven  and  not  more  than 

seventeen    persons,    shall    be    formed    to 

advise  the  Treasury  for  the  purposes  of 

this  Act. 

(2)  The  members  of  the  Advisory  Board 
shall  be  appointed  by  the  Treasury  from 
time  to  time  with  due  regard  to  the  re- 
presentation of  Commerce,  Manufactures, 
Agriculture,  Finance,  the  Dominions  and 
Economic  Science. 

(3)  A  Member  of  the  Board  shall  hold 


Board. 
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office  for  five  years  from  the  date  of  his 
appointment  unless  he  dies,  resigns,  be- 
comes bankrupt  or  makes  an  assignment 
to  his  creditors,  and  may  be  paid  such 
salary  as  the  Treasury  may  determine. 

(4)  It  shall  be  the  function  of  the  Board 
to  make  recommendations  to  the  Treasury 
in  relation  to  the  administration  of  this 
Act,  and  otherwise  in  relation  to  Banking. 

12.  (i)  The  Bank  of  England  shall  es-  ^2%%^^^ 
tablish   branches   in   such   places   in   the  England  to 

establish 

United  Kingdom  as  may  be  fixed  by  the  branches 

and  make 
I  reaSUry .  advances  to 

(2)  The  Bank  of  England  shall,  subject  thTunSd 
to  the  directions  of  the  Treasury,  extend  ^^^es°e?v^^ 
to  every  Bank  which  keeps   an   account  whe?e^nthe 
with  the  Bank  of  England  such  discounts,  |^^'.^g 
advances  and  accommodations  as  may  be 

safely  and  reasonably  made. 

(3)  The  Bank  of  England  may  establish 
branches  and  carry  on  business  in  any 
part  of  the  British  Empire,  subject  to  any 
legislation  there  in  force. 

(4)  If  in  any  part  of  the  British  Empire 
any  Reserve  Bank  be  constituted  by 
legislation  there  in  force,  or  any  Bank 
be  authorized  by  such  legislation  to  per- 
form the  duties  of  a  Reserve  Bank,  the 
Bank  of  England  shall  extend  to  such 
Reserve  Bank  the  same  discounts,  advances 
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and  accommodation  as  if  it  were  a  Bank  in 
the  United  Kingdom. 

fo^S)v?rn  ^^'  ^^  ^^  ^^y  P^^^  ^^  ^^^  British  Empire 

merits  where  other    than    United    Kingdom    legislation 

equivalent  .  -  .    -        7        _ 

legislation  comes  into  force  which  the  Treasury  and 
the  Advisory  Board  shall  deem  equivalent, 
in  its  relation  to  such  part  of  the  British 
Empire,  to  the  provisions  of  Sections  i 
to  9  of  this  Act,  in  their  relation  to  the 
United  Kingdom,  His  Majesty  may  by 
Order  in  Council  declare  that  such  legis- 
lation shall  be  deemed  to  be  equivalent 
legislation,  and,  if  it  be  so  declared,  the 
Treasury  may  advance  to  the  Government 
of  such  part  of  the  British  Empire  as  a 
loan  on  such  terms  as  may  be  agreed 
between  the  Treasury  and  such  Govern- 
ment any  sum  which  may  be  required  to 
make  good  a  guarantee  of  such  Government 
under  such  legislation. 

Regulations.  ^4^  jhc  Treasury  shall,  after  taking  the 
advice  of  the  Advisory  Board,  make  regu- 
lations 

(i)  Prescribing  the  amount  of  the  indus- 
trial loans  which  on  dates  to  be  fixed  by 
the  regulations  each  Bank  must  be  pre- 
pared to  make  ; 

(2)  Prescribing  the  payments  (not  ex- 
ceeding one  per  centum  per  annum  in  the 
first  year  and  thereafter  ten  shilHngs  per 
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centum  per  annum  on  the  original  amount 
of  the  loan)  to  be  made  to  the  Bank  for 
the  making  of  the  loans  and  the  conditions 
of  repayment  thereof  ;  Provided  that  such  ' 
loans  shall  in  every  case  be  repayable  in 
instalments  within  a  period  in  no  case 
exceeding  sixty  years  ; 

(3)  Prescribing  the  method  of  valuation 
and  of  ascertaining  profits  for  the  purpose 
of  credit  right  and  of  determining  in  what 
cases  the  conditions  of  credit  right  have 
been  fulfilled  ; 

(4)  Prescribing  the  method  of  registra- 
tion of  the  loan  and  of  recording  on  the 
register  the  repayment  of  instalments  with 
due  regard  to  the  existing  methods  of 
registration  of  title  or  deeds  in  various 
parts  of  the  United  Kingdom ; 

(5)  Prescribing  the  method  of  holding 
and  using  the  Government  Banking  Re- 
serve ;    and 

(6)  Otherwise  for  the  purposes  of  this 
Act. 

Regulations  made  by  the  Treasury  under 
this  Act  shall  be  published  in  the  London, 
Edinburgh  and  Dublin  Gazettes,  and  shall 
be  laid  before  both  Houses  of  ParUa- 
ment. 

15.    In  this  Act  Definition. 

*'  Bank  "  means  any  Company,  firm  or 
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person  carrying  on  the  business  of  banking 
within  the  United  Kingdom. 

'* Banking"  means  commercial  banking, 
but  shall  not  include  the  business  of  a 
savings  bank. 

''  The  Government "  means  in  relation 
to  the  Dominion  of  Canada  the  Government 
of  the  Dominion,  in  relation  to  the  Com- 
monwealth of  Australia  the  Government  of 
the  Commonwealth,  in  relation  to  South 
Africa  the  Government  of  the  Union,  in 
relation  to  India  the  Government  of  India, 
and  in  relation  to  any  other  part  of  the 
British  Empire  beyond  the  seas  the  Execu- 
tive Government  of  such  part. 

''  Prescribed  "  means  prescribed  by  Regu- 
lations made  by  the  Treasury  under  this 
Act. 

''  Production"  includes  agriculture, 
manufactures,  transport,  scientific  research 
and  pubHc  recreation. 

''Property"  includes  land,  heredita- 
ments or  chattels  in  the  United  Kingdom 
and  all  ships  registered  in  the  United 
Kingdom,  but  does  not  include  Choses  in 
Action, 

*'  Reserve  Bank"  means  a  Bank  which 
is  empowered  and  required  to  maintain  a 
gold  reserve  and  to  give  accommodation  to 
other  Banks  in  any  part  of  the  British 
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Empire  and  of  which  the  Government  of 
such  part  of  the  British  Empire  holds  not 
less  than  one-half  of  the  capital  stock. 

16.  This  Act  may  be  cited  as  the  Credit  short  title. 
Act,  1916. 
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CHAPTER  II 

EXPLANATORY     COMMENTS     ON     THE     INDUSTRIAL 

LOANS   BILL 

Section  A 

The  Bill  aims  at  the  provision  of  means  to  trade/ 
Methods  of  trading,  con^mercial  regulations,  selec- 
tion of  markets,  intercourse  between  peoples  for 
trading  purposes,  the  lines  of  goods  which  a  nation 
may  make  its  own,  the  kinds  of  labour  which  it  may 
employ  as  well  as  the  number  of  labourers  and 
the  wages  these  may  earn  are  all  dependent  upon 
and  subservient  to  the  means  to  trade  enjoyed  by 
the  productive  organisation  of  the  country. 

The  means  to  trade  is  another  name  for  the 
power  to  obtain  as  and  when  required  the  materials 
and  services  requisite  to  produce  things  in  shapes, 
times  and  places  in  which  consumers  will  purchase 
them.  Nature  creates  these  materials.  Man 
changes  them  from  one  form  to  another,  carries 
them  from  one  place  to  another,  stores  them  from 
one  time  to  another  and  finally  yields  them  up  as 
finished  products  to  consumers,  who  put  a  full  stop 

^  p.  19. 
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to  their  career  in  trade.  Besides  the  materials. 
Nature  also  provides  forces  which  are  harnessed  and 
directed  by  man.  These  forces  are  amongst  the 
services  of  which  the  means  to  trade  give  command. 

Trade  is  exchange  of  goods  and  services  for 
money  or  money  substitutes  and  of  the  latter  for 
goods  and  services. 

Trade  is  therefore  exchange  of  goods  and  services 
for  other  goods  and  services  with  an  intervening 
medium  in  the  shape  of  money  or  money  substitutes. 

Means  to  trade  is  a  phrase  equivalent  to  medium 
of  exchange. 

The  provision  of  means  to  trade  is  the  provision 
of  medium  of  exchange. 

The  medium  of  exchange  in  the  modern  trading 
and  commercial  world  consists  overwhelmingly  of 
Banking  Credit,  sometimes  called  Bank  money, 
and  the  provision  of  medium  of  exchange  is  the 
provision  of  Banking  Credit.  Hence,  the  provision 
of  means  to  trade  is  equivalent  to  the  provision  of 
Banking  Credit. 

When  Banks  make  a  loan  it  is  Banking  Credit 
which  they  lend. 

When  Banks  receive  a  deposit  it  is  Banking  Credit 
which  they  give  in  exchange  for  it. 

The  Credit  outstanding  in  the  books  of  U.K. 
banks  at  the  present  time  amounts  to  nearly 
£2,000,000,000.  No  exception,  however,  is  taken 
to  that  significant  fact. 

Rather  does  the  Bill  propose  to  create  an  obliga- 
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tion  to  issue  more.  That  obligation  must  be  placed 
upon  the  Banks  because  there  is  no  other  machinery 
in  the  country  which  can  give  effect  to  it. 

The  Credit  to  be  so  issued  is  to  take  the  form  of 
industrial  loans  and  is  to  be  confined  to  those  who 
can  establish  their  right  to  Credit  by  virtue  of 
being  successfully  engaged  in  the  productive  indus- 
tries of  the  country.     The  granting  of  such  a  right 
would  be  a  just  recognition  of  the  capital  they  have 
fixed  in  the  country  for  productive  purposes.     It 
would  be  an  encouragement  to  them  and  to  others 
to  fix  capital  in  the  country  or  elsewhere  under  the 
British  flag.    It  would  be  a  privilege  conferred  upon 
those  who  place  their  trust  in  the  power  of  the  British 
Empire  to  protect  their  interests  when  they  elect 
to  use  their  capital  in  a  manner  which  enables  the 
non-capitalist   to   utilize   his  labour   and   skill  for 
productive  purposes.    More  than  all,  it  is  a  necessity 
of  the  times.     It  is  so  in  order  to  avoid  the  further 
extension  of  costly  Credit  during  the  war,  the  further 
inflation  of  prices  which  adds  so  much  to  the  cost 
of  the  war,  the  calamitous  contraction  of  Credit 
after  the  war  and  the  subsequent  heavy  burden 
of  taxation  and  trading  difiiculties  to  escape  which 
so  many  may  be  compelled  to   emigrate  to  South 
America  and  other  lands  not  staggering  under  the 
blows  of  War  Finance. 

The  loans  would  be  secured  upon  established 
productive  concerns,  the  proprietary  rights  in 
which  would  be  exchanged  for   the   Credit   right 
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and  the  latter  for  Credit  itself  in  the  shape  of  the 
loans. 

The  amount  of  the  loans  would  be  limited,  first, 
to  half  the  value  (for  credit  purposes)  of  the  pro- 
ductive concerns,  and,  second,  by  the  capability 
of  the  productiveness  of  the  concerns  to  repay  the 
loans  by  a  limited  number  of  annual  instalments. 

The  loans  would  therefore  be  secured  in  two 
ways.  First,  by  a  complete  concern  of  value  over 
which  default  would  give  the  power  to  foreclose ; 
second,  by  the  redemption  powers  of  the  security 
itself.  The  loans  would  be  much  more  secure  than 
the  ordinary  kind.  Loans  are  now  issued  against 
paper  securities  which  are  merely  claims  upon  a 
portion  of  the  productiveness  of  such  properties  as 
those  described,  paper  securities  whose  owners 
cannot  touch  those  properties  so  long  as  the  interest 
charge  is  paid,  and  in  respect  of  which  default  in 
the  repayment  of  loans  leaves  only  these  paper 
securities  in  the  hands  of  the  lender.  Such  paper 
securities  being  unrealizable  in  times  of  stringency 
and  being  of  no  commodity  value  in  themselves 
automatically  render  the  loans  based  on  them  not 
only  irredeemable  but  destitute  of  either  exchange- 
able or  productive  value  beyond  interest.  As  a 
consequence  LiabiUties  of  Banks  capable  of  being 
met  only  by  the  calling  in  of  such  loans,  cannot  be 
met,  either  in  money,  meal  or  malt,  and  the  Govern- 
ment of  the  day  is  compelled  to  come  to  the  rescue 
as  the  mouthpiece  of  the  nation  with  the  national 
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credit  in  the  form  of  a  promise  to  pay  these  lia- 
bilities out  of  the  wealth,  the  fixed  capital  and  the 
productiveness  of  the  nation  generally  by  means  of 
taxation  to  the  full  extent  rendered  necessary  by 
the  amount  of  the  credit  which  the  Banks  have 
issued . 

The  Industrial  Loans  of  the  Bill  would  be  more 
than  well  secured.  A  Government  guarantee  of 
these  to  the  Banks  voluntarily  given  would  ensure 
recourse  to  actual  property  of  the  actual  defaulters. 
That  guarantee  would  be  fully  justifiable.  So 
much  cannot  be  said  for  the  involuntary  guarantee 
which  is  made  good  by  recourse  to  taxpayers  in 
general  for  debts  which  only  some  amongst  them, 
or  even  alien  enemies,  alone  have  incurred. 

The  conception  of  Credit  Right  involves  some 
consideration  of  Credit  in  relation  to  the  nation 
and  of  a  right  to  the  ownership  and  use  of  such 
portion  of  that  Credit  as  a  citizen  owns  the  valuable 
basis  of.  Credit  must  have  a  valuable  basis  capable 
of  redeeming  it  in  both  present  and  future  time  so 
that  it  may  be  redeemed  either  on  unavoidable 
demand  or  gradually  in  instalments  by  agreement 
without  appropriation  of  the  basis  itself.  No  other 
form  of  Credit  is  really  sound,  whatever  may  be 
said  of  its  usefulness.  Credit  in  concrete  form  is  a 
promise  to  pay  which  is  believed  and  ought  to 
imply  the  ability  to  pay  on  the  part  of  the  promisor. 

National  Credit  is  a  national  promise  to  pay 
made  on  behalf  of  the  nation  by  the  Government. 
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It  is  a  promise  to  pay  value  which  is  either  already 
in  existence  or  to  be  created.  Such  National  pro- 
mises for  huge  amounts  are  not  believed  and 
nations  are  therefore  without  Credit,  unless  they 
possess  visible  assets  in  the  shape  of  railways, 
harbours,  docks,  mines,  works,  factories,  cultivated 
lands,  thriving  industries  and  a  busy  populace 
representing  present  value  in  economic  organizations 
and  future  value  in  productiveness.  Such  properties 
are  therefore  the  basis  of  the  National  Credit  and 
the  owners  of  the  properties  are  the  rightful  owners 
of  corresponding  portions  of  the  National  Credit, 
subject  to  marginal  safeguarding  of  the  general 
interests  in  the  nation's  credit. 

British  National  Credit  is,  figuratively  speaking, 
a  Niagara  of  National  Business  Life,  a  natural  force, 
which  only  requires  to  be  properly  harnessed  and 
directed  in  order  to  do  the  work  and  produce  the 
rewards  that  in  themselves  would  constitute  that 
wider  distribution  of  wealth  and  prosperity,  with 
an  increase  of  both,  which  the  British  nation  in 
the  Twentieth  Century  has  a  right  to  expect  and 
which  only  its  failure  to  utilize  the  Credit  facilities 
at  its  command  has  hitherto  prevented  it  from 
achieving. 

Credit  has  a  wonderful  power.  It  is  not  in  itself 
Capital.  It  is  a  Promise  to  Pay.  But  it  has  the 
productive  power  which  Capital  enjoys.  For  in- 
stance, a  penniless  man  with  the  knowledge  and 
skill  required  for  the  manufacture  of  a  hundred 
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chairs  may  obtain  the  right  to  draw  a  cheque  upon 
a  Banker  in  favour  of  a  third  person  who  will 
accept  the  cheque  in  exchange  for  the  materials 
from  which  the  hundred  chairs  can  be  made.  The 
chairs  are  then  sold.  From  the  proceeds  of  the 
sale  the  maker  redeems  the  Credit  which  the 
Banker  allowed  him  to  draw.  The  highly  organized 
system  of  modern  Banking  which  is  dominated  by 
the  cheque  habit  and  banking  credit  renders  the 
use  of  money  in  the  transaction  quite  unnecessary. 
Credit  in  itself,  plus  the  skill  of  the  worker  and 
materials  provided  by  Nature,  has  enabled  the 
penniless  man  to  create  and  sell  at  a  profit  one 
hundred  chairs.  Let  me  admit  here  and  now  that 
if  a  Banker  allows  such  a  credit,  makes  such  an 
*'  industrial  loan,''  he  is  entitled  either  to  charge 
interest  for  it  or  to  refuse  the  loan.  He  is  entitled 
to  look  upon  it  as  something  in  the  nature  of  a 
gamble.  The  reason  is  that  after  the  chairs  had 
been  made  it  might  then  be  found  to  be  impossible 
to  sell  them.  In  that  case  the  credit  could  not  be 
redeemed,  the  '*  industrial  loan ''  could  not  be 
repaid,  and  the  Banker  would  make  a  bad  debt. 
This  loss  would  be  borne  by  the  Banker,  this  isolated 
loss  and  many  such  he  could  bear,  and  the  possi- 
bility of  his  having  to  bear  it,  as  the  result  of  the 
issue  of  the  loan,  would  entitle  him  to  claim  at  the 
time  of  making  the  loan  that  he  was  lending,  and 
therefore  entitled  to  charge  for  the  use  of  his  own 
credit.     Bankers  have  grown  so  shrewd,  however, 
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and  the  business  man  so  indifferent  to  hard  facts, 
that  all  but  the  most  humane  Bankers  make  it  a 
rule  to  grant  no  Credit  for  such  an  enterprise  as 
the  making  of  a  hundred  chairs  unless  a  purchaser 
of  the  chairs  has  previously  been  found.  More- 
over, lest  this  purchaser  should  refuse  to  accept 
deUvery  of  the  goods  they  insist  upon  his  opening 
a  Credit  against  which  the  purchase  price  of  the 
chairs  may  be  charged.  The  means  of  redeeming 
the  Credit  which  they  will  lend  the  penniless  maker 
is  in  this  way  deposited  with  them  before  they 
make  the  loan.     Bad  debts  are  consequently  rare. 

It  would,  however,  be  much  better  for  trade  if 
the  purchaser  of  those  chairs  had  not  to  be  found 
before  the  penniless  man  could  start  upon  the  work 
of  making  them.  Reduced  to  a  state  of  debility 
for  want  of  food,  he  might  die  if  he  had  not  emi- 
grated before  the  purchaser  was  found,  and  the 
skill  which  he  had  acquired  would  then  have  been 
lost  to  the  nation.  The  skill  of  many  artisans  was 
so  lost  before  the  war.  Statistics  of  Emigration 
prove  it.  Suppose  we  grant  the  soundness  of  the 
proposition,  ''  Individuals  of  skill  may  die  or 
emigrate,  the  nation  may  die  or  disband,  but  Bankers 
must  be  secured,"  who  can  say  that  the  Banker  is 
wrong  in  strictly  adhering  to  the  principle  ?  In- 
deed, from  the  point  of  view  of  any  particular 
Banker  at  any  given  moment  the  principle  cannot 
reasonably  be  denied.  Hence  it  is  unwise  to 
advocate  the  system  of  "  Scotch  Credits "   which 
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elsewhere  are  sufficiently  represented  by  English 
overdrafts.  In  this  dilemma,  to  whom  should  we 
look  ?  Are  Bankers  the  keepers  of  the  nation  or 
is  the  Government  ?  Surely  the  Government !  and 
the  problem  is  one  for  the  Government  to  solve. 
Moreover,  it  is  a  problem  which  the  Government 
alone  both  must  and  can  solve.  We  see  that  Credit 
in  the  form  of  Banking  Credit  has  the  requisite 
power  but  that  Bankers  cannot  safely  lend  their 
credit  without  being  fully  secured.  But  if  people 
other  than  Bankers  could  take  up  Banking  Credit 
Right  by  a  temporary  sacrifice  of  other  Rights 
these  other  people  might  be  willing  to  lend  this  new 
Credit  to  the  penniless  maker  of  chairs  without 
requiring  him  to  find  his  purchaser  first ;  or  if, 
instead,  they  were  to  pay  off  mortgages,  debenture 
stock,  and  other  loans  they  would  hberate  the 
Credit  of  the  Mortgagees,  Stockholders  and  Lenders 
eager  to  find  reasonable  ways  and  means  of  deriving 
an  income  from  it  and  m  this  natural  desire  pro- 
viding a  sheet-anchor  for  the  skill,  the  manhood  and 
the  integrity  of  the  nation. 

If  the  Government  will  by  law  vest  this  Banking 
Credit  Right  in  productive  property  on  the  Unes 
laid  down  in  the  Bill  whereby  a  minimum  of  100 
per  cent,  of  commodity  value  is  ever  present  as 
security,  and  productiveness  to  the  necessary  extent 
is  constantly  apphcable  to  the  redemption  of  the 
Credit,  then  the  Government  may  safely  require 
the  Banks  to  open  the  necessary  Credit  accounts 
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and  in  the  national  interests  guarantee  the  obliga- 
tions undertaken  by  those  who  so  exercise  their 
Credit  Right. 

The  Credit  so  created  out  of  property  rights  by 
judicious  legislation  the  Banks  need  have  no  fear 
of  being  called  upon  to  make  good.  Except  as 
masters  of  a  new  kind  of  mint  this  Credit  is  no 
affair  of  the  Bankers.  If  its  owners  use  it  to  aid 
an  artisan  to  become  a  manufacturer  or  a  manu- 
facturer to  extend  his  business  and  employ  more 
men,  it  is  these  owners  who  are  to  take  both  the 
risk  and  the  interest.  The  security  and  redemption 
of  the  Credit  drawn  from  the  Bank  will  be  inde- 
pendent of  the  finding  of  purchasers  of  the  new 
goods  which  it  will  serve  to  create.  Both  will  be 
dependent  on  the  property  of  which  the  proprietary 
rights  have  been  transmuted  into  Banking  Credit. 
The  owners  will  have  to  sacrifice  their  property  if 
the  artisan  or  the  manufacturer  finds  no  purchaser 
for  his  products.  The  Banker  will  have  to  sacrifice 
nothing.  But  seeing  that  the  welfare  of  the  capitahst 
will  then  depend  more  upon  promoting  the  welfare 
of  the  country  and  that  a  successful  productive 
business  will  not  tie  up  a  man's  capital  but  entitle 
him  to  Credit  Right,  it  is  safe  to  assume  that  that 
welfare  will  be  promoted  and  that  successful  pro- 
ductive businesses  will  be  established. 
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Section  B  ' 

Under  the  Bill  property  will  be  valued*  for  the 
purposes  of  Credit  Right. 

The  valuations  under  the  Finance  (1909-10) 
Act,  1910,  will  be  utilized  when  they  are  available 
and  in  other  cases  the  valuations  will  be  made 
by  the  Commissioners  of  Inland  Revenue  except 
in  two  cases,  that  of  the  property  of  a  statutory 
company  as  defined  by  the  said  Act,  when  the  Board 
of  Trade  will  act  as  valuer,  and  that  of  the  property 
of  a  Rating  Authority,  when  the  valuation  will  be 
made  by  the  Local  Government  Board. 

No  owner  of  property  not  seeking  to  exercise 
his  Credit  Right  is  under  any  obligation  to  have 
his  property  valued  for  the  purposes  of  the  Bill. 

No  property  not  used  for  productive  purposes  is 
eUgible  for  valuation  for  the  purposes  of  the  Bill. 
But  every  property  of  a  British  Subject  that  is  so 
used  is  eligible.  The  value  of  the  property  as 
Fixed  Capital  in  actual  productive  employment 
will  be  ascertained  and  the  property  will  be  ulti- 
mately certified  as  an  ever-present  security  for  a 
Credit  Right  in  respect  of  half  the  amount  of  that 
value  provided  that  the  degree  of  productiveness 
of  the  property   will  bear  the  charge   of   annual 

^  Fixed  Capital  is  used  in  a  sense  which  includes  items  often 
regarded  as  Floating  Capital.  For  instance,  it  includes  a  milch 
cow  on  a  dairy  farm,  but  not  cattle  reared  for  sale  or  purchased 
for  resale. 

*  Pp.  20^2. 
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instalments  necessary  to  redeem  the  Credit  exercised 
within  such  number  of  years  as  the  nature  of  the 
security  renders  reasonable. 

Whatever  the  value  of  a  property  as  Fixed  Capital 
the  Credit  Right  to  be  granted  in  respect  of  it  must 
not  be  for  an  amount  inconsistent  with  its  powers 
of  redemption. 

It  is  difficult  to  estimate  the  value  of  the  property 
in  the  United  Kingdom  which  may  be  regarded  in 
the  economic  sense  as  Fixed  Capital. 

The  Income  Tax  returns  ought  to  afford  a  reliable 
clue,  but  these  are  not  available  in  sufficient  detail 
to  any  but  the  proper  authorities. 

The  amount,  however,  most  probably  does  not 
exceed  £9,000,000,000,  which  is  nevertheless  a 
handsome  one.  This  postulates  Credit  Right  to 
the  extent  of  £4,500,000,000  or  the  resurrection  of 
buried  Capital  for  Credit  purposes  to  that  by  no 
means  negligible  sum.  How  much  of  this  at  present 
represents  permanent  indebtedness  of  the  pro- 
perties behind  it  it  is  not  possible  to  say.  As  in- 
debtedness, the  annual  charge,  at  a  rate  of  interest 
of  5  per  cent,  without  Sinking  Fund  or  other 
Redemption  burdens,  is  £225,000,000,  under  which 
the  industries  of  the  country  must  sweat  before 
employers  or  employed  (around  whose  neck  it  must 
remain  like  an  old  man  of  the  sea  around  the  neck 
of  a  Sinbad)  may  pluck  the  fruits  of  their  labour. 

No  doubt  Credit,  in  promoting  utiUties  of  human 
skill  and  labour,  of  Nature's  materials  and  forces, 
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originally  produced  these  properties,  but  once  they 
were  produced  they  were  something  more  than  the 
Credit  itself  and  not  a  thing  which  the  Credit  owner 
might  reasonably  continue  ever  after,  without 
working,  to  fatten  upon.  That  is  a  beehive  system, 
of  busy  bees  feeding  drones,  which  tends  to  organize 
mankind  on  the  level  of  semi-mechanical  insects, 
inapt  though  it  may  be  to  liken  to  drones  those 
who  acquired  command  of  the  originating  Credit. 

Progress  is  subjected  to  a  heavy  drag  on  the 
wheel  when  the  Credit  which  gave  rise  to  the  Fixed 
Capital  is  permanently  allied  to  the  property  in 
the  form  of  an  interest-bearing  charge  too  heavy  to 
allow  the  burden  of  principal  and  interest  ever  to 
be  shaken  off.  It  becomes  a  constant  drain  upon 
productiveness,  which  is  due  to  the  Fixed  Capital 
alone.  One  section  of  the  nation  is  thereby  relieved 
from  care  for  either  the  present  or  the  future  entirely 
at  the  expense  of  the  other  section  and  is  not  called 
upon  to  exercise  its  faculties,  even  in  the  finding 
of  new  investments  for  redeemed  charges.  The 
originating  Credit  and  the  originated  Fixed  Capital 
remain  locked  up  in  the  one  concern,  dividing  the 
nation  into  non-workers  and  workers,  giving  the 
former  so  great  an  advantage  over  the  latter  that 
the  ultimate  relationship  must  inevitably  be  some- 
thing very  much  like  that  of  master  and  slave. 
Were  the  vast  accumulation  of  Credit  existing  in  the 
shape  of  industrial  indebtedness  paid  off,  and 
compelled  to  seek  new  investments,  not  only  would 
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an  amazing  burden  be  lifted  from  the  back  of 
industry,  not  only  would  a  long  overdue  measure 
of  justice  be  meted  out  to  the  worker,  but  the 
problem  of  funds  for  the  war  would  be  most  agree- 
ably solved  and  the  means  to  promote  speedily  the 
reorganization  of  trade  after  the  war  would  be 
abundantly  provided. 

By  investing  our  productive  properties  with  a 
national  Credit  Right  the  Bill  proposes  to  enable 
the  owners  of  these  properties  to  redeem  their 
costly  and  burdensome  Credit  with  Credit  in  a 
cheaper  form  from  which  they  may  ultimately  set 
themselves  entirely  free,  and  thereby  establish  the 
fullest  practical  freedom  of  industry  in  the  British 
Isles  with  facilities  for  its  extension  throughout  the 
British  Empire. 

The  Credit  released  for  reinvestment  would  be 
free  to  perform  again  its  beneficent  work  of  creating 
Fixed  Productive  Capital,  thereby  adding  to  the 
wealth  of  the  Empire,  the  demand  for  labour,  the 
price  or  earnings  of  labour  (consequent  upon  the 
increased  demand  without  equally  rapid  extension 
of  the  supply),  the  encouragement  of  skill  in  any 
form  adding  most  to  the  value  of  products  (the 
demand  for  valuable  products  being  increased  by 
the  more  general  prosperity),  the  encouragement 
of  invention  to  meet  the  shortage  of  labour  and  the 
evolution  of  the  unskilled  employee  into  the  skilled 
employer  with  electrical,  oil  and  steam  machines  of 
the  most  advanced  types  in  his  service. 
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The  transitional  period  between  the  Credit  being 
redeemed  and  reinvested  would  entail  some  loss 
of  income,  but  these  Credit  owners  would  have 
had  the  Credit  redeemed  at  par,  whereby  heavy- 
discounts  and  depreciation  would  be  retrieved  and 
an  enormous  capital  loss  recovered  at  the  expense 
of  a  temporary  and  comparatively  negligible  loss  of 
income. 

No  injury  would  or  should  be  done  to  these 
Credit  owners  and  indeed  could  not  without  national 
ingratitude  and  even  dishonesty,  for  apart  from 
the  service  which  they  have  done  the  nation  in 
utiHzing  their  resources  for  the  creation  of  Fixed 
Capital,  even  though  they  have  held  the  nation 
permanently  in  fee,  the  credit  they  now  control 
was  once  represented  by  Fixed  Capital  or  valuable 
services  gone  with  the  centuries  or  sacrificed  on  the 
Altar  of  Progress  to  make  way  for  other  times, 
other  methods,  other  manners. 

Interest  might  be  permanently  reduced  as  a 
consequence  of  the  privilege  of  Credit  Right  con- 
ferred upon  Fixed  Productive  Capital,  but  it  would 
not  fall  below  the  rate  which  the  late  Lord  Goschen 
evidently  deemed  a  fair  one  when  in  reducing  the 
interest  upon  Consols  to  2i  per  cent,  he  implied 
that  that  rate  was  one  which  his  knowledge  of 
finance  taught  him  could  be  exceeded  only  by 
artifice  to  Umit,  withhold  or  divert  existent  sup- 
pUes  of  capital  or  to  promote  illegitimate  demand 
for   it    tending   to   gambUng   and   inflation   whilst 
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vetoing  legitimate  demands  for  it  for  productive 
purposes  and  trade. 

No  doubt  a  big  loan  would  be  floated  by  the 
Government  at  this  rate  of  interest  for  the  further 
conduct  of  the  war,  and  in  due  course  for  the  re- 
funding of  outstanding  loans  at  higher  rates  of 
interest.  Interest  on  Capital  seeking  investment 
in  Government  Funds  and  such-like  securities  would 
tend  to  be  regulated  by  the  rate  the  Government 
would  pay  rather  than  the  Government  rate  be 
regulated  by  the  artificial  rate  now  prevailing. 
Other  Capital  would  tend  towards  places  where  it 
was  most  needed,  being  nevertheless  always  at- 
tracted to  British  Territory  by  the  Credit  Right  to 
which  once  estabUshed  in  a  successful  productive 
enterprise  it  would  become  entitled — a  Credit  Right 
convertible  into  Banking  Credit  free  for  further 
productive  use. 

Section  C 

The  Bill  requires  that  the  claimant  to  Credit 
Right  must  prove  his  Proprietary  Right  ^  in  the 
Fixed  Productive  Capital  upon  which  his  claim  is 
based. 

The  Fixed  Capital  is  the  ever-current  security 
and  its  Productiveness  the  means  of  redemption 
of  the  Credit  in  practical  form,  i.e.  Banking  Credit, 
to  which  his  Credit  Right  would  entitle  him. 

The  Proprietary  Right  he  must  possess  in  order 

^  pp.  22-4. 
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to  part  with  it  to  the  Banker  as  Trustee  for  the 
Treasury  in  exchange  for  his  quota  of  national 
Credit  Right,  as  in  the  exercise  of  his  Credit  Right 
he  will  part  with  that  in  exchange  for  the  Banking 
Credit  upon  which  he  will  acquire  the  right  to 
draw  in  applying  it  to  trade,  commerce,  or  other 
productive  use. 

As  he  acquires  the  more  useful  for  the  less  useful 
form  of  right  he  must  abandon  the  less  useful  for 
the  more  useful,  and  he  cannot  lawfully  abandon 
even  temporarily  what  he  does  not  lawfully  possess. 
Nothing  for  Nothing  is  a  fundamental  law  of 
Exchange  or  Business  Economics  and  the  expecta- 
tion of  Something  for  Nothing  is  an  economic  folly 
that  would  lead  to  the  disintegration  of  the 
State. 

The  claimant  to  Credit  Right  must  prove  un- 
questionably that  he  owns  an  equivalent  right  with 
which  he  will  part  in  exchange  for  it.  Then  he 
will  merely  exchange  with  the  State  something 
which  is  his  own  as  an  individual,  for  something 
which  is  his  own  as  a  unit  of  the  State. 


Section  D 

Under  the  Bill  no  property  which  is  not  making 
profits'  is  eHgible  for  Credit  Right. 

Profits  represent  the  means  of  redemption  by 
instalments  of  the  Credit  or  ''  Industrial  Loan  '' 
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which  would  be  invoked  by  the  exercise  of  that 
Credit  Right. 

Proof  of  profits  for  redemption  purposes  is  as 
essential  as  proof  of  value  for  security. 

Profits  are  reliable  evidence  that  a  property  is 
productive  and  are  a  direct  incentive  to  the  estab- 
lishment and  the  maintenance  of  productive  pro- 
perties. 

They  are  necessary  evidence  that  the  property  is 
a  ''going  concern"  in  the  right  direction,  one 
which  will  redeem  an  industrial  loan  with  newly 
created  wealth  or  capital  in  goods  or  services  whilst 
remaining  itself,  when  the  loan  has  been  redeemed, 
still  existent,  maintained,  repaired,  renewed,  even 
improved,  and  freed  from  both  debt  and  redemption, 
an  illustration  and  an  example  of  the  emancipation 
of  industry. 

Capital  and  Labour  (the  operated  upon  and  with 
and  the  operator  for  productive  purposes)  united 
constitute  productive  properties. 

Wealth,  which  may  be  described  as  Capital  not 
used  for  productive  purposes,  is  not  eHgible  for  an 
Industrial  Loan  under  the  Bill,  however  good  a 
security  it  may  constitute  for  a  special  loan  effected 
by  negotiation  in  the  ordinary  way. 

Wealth  in  itself  would  not  maintain  the  nation, 
but  in  wear  and  tear,  waste  and  decay,  in  strict 
accord  with  natural  principles,  would  ultimately 
cease  to  exist.  It  cannot  create  the  wherewithal 
with  which  to  renew  and  increase  itself.     A  nation 
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feeding  on  wealth  consumes  itself,  but  feeding  on 
Capital,  grows  by  what  it  feeds  on.  Capital  pro- 
vides for  both  the  present  and  the  future. 

Wealth  at  a  particular  moment  might  be  excellent 
security  but  would  recede  further  from  that  standard 
with  every  passing  hour,  whilst  hope  of  redemption 
of  debt  without  hypothecation  of  wealth  itself,  out 
of  increases  produced  by  it,  would  be  altogether 
vain.  Credit  based  upon  it  for  redemption  over  a 
long  period  would  therefore  be  altogether  unsound. 
The  very  essence  of  sound  Credit  is  that  it  shall  be 
redeemed  and  that  the  ways  and  means  to  its 
redemption,  together  with  its  collateral  security, 
shall  exist  at  its  creation. 

Take  Labour  alone.  It  cannot  fulfil  the  con- 
ditions. As  a  collateral  security  at  any  given 
moment  it  is  nothing.  Its  potentialities  may  never 
be  realized.  Without  materials  to  work  upon  and 
with,  its  potentialities  will  certainly  never  be 
realized. 

Given  these  by  Capital  and  Nature,  its  poten- 
tialities are  great.  It  can  speedily  make  up  short- 
ages of  the  present  and  provide  for  the  future. 

But  it  is  the  unity  of  Labour  with  Capital  in 
treatment  of  Natural  Materials  and  Forces  properly 
organized  to  achieve  particular  ends  which  has  this 
productive  power  to  enable  one  generation  to  live, 
maintain  a  rising,  more  numerous  generation,  and 
leave  the  means  intact  for  posterity  to  do  the  like. 
That  is  why  it  is  held  also  to  qualify  each  success- 
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fully  organized  concern  as  a  basis  of  Credit  which 
such  concern  can  collaterally  secure  and  ultimately 
redeem. 

Whilst  the  certainty  cannot  reasonably  be  ques- 
tioned that  Labour  must  benefit  in  numberless 
ways  with  Capital,  in  being  a  necessary  associate 
in  the  operation  of  ''  Going  Concerns "  before 
these  can  become  eligible  for  Credit  Right,  the 
Bill  nevertheless  provides  that  ''  In  any  arbitration 
as  to  wages  between  an  employer  who  has  obtained 
an  Industrial  Loan,  and  his  employees,  regard 
shall  be  had  to  the  benefit  conferred  upon  the 
employer  by  the  provisions  of  this  Act." 

Section  E 

A  man  without  adequate  security  to  offer  cannot 
expect  to  obtain  an  industrial  loan.^  Under  present 
conditions,  however,  it  is  difficult  and  often  im- 
possible for  one  possessed  of  valuable  securities  to 
do  so.  This  is  the  condition  which  the  Bill  proposes 
to  remedy  to  a  large  extent  if  not  altogether. 

The  kind  of  securities  which  are  considered 
valuable  for  the  purposes  of  the  Bill  are  not  the 
kind  most  acceptable  to  Bankers  in  the  ordinary 
course  of  business.  They  are  not,  it  is  said,  readily 
enough  reaHzable  in  case  of  the  need  for  funds  by 
debtor  or  Bank.  But  it  hardly  seems  necessary 
to  point  out  that  the  main  reason  why  Fixed  Pro- 
ductive Capital  is  a  security  difficult  to  realize  is 

1  Pp.  25^30. 
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that  Bankers  as  a  body  have  decided  that  it  is 
not  the  kind  of  security  which  they  care  to  accept. 
No  security  which  Bankers  generally  decided  to  so 
regard  would  be  readily  realizable  thereafter  because 
for  that  reason  alone  few  would  desire  to  invest 
funds  in  it. 

When  endowed  with  the  privilege  of  Credit  Right 
proposed  in  the  Bill  such  securities  will  be  freely 
realizable  and  liquefication  of  the  most  valuable 
of  the  national  assets  will  be  rendered  practicable 
without  the  scandalous  losses  visited  upon  individual 
owners  in  the  past. 

The  minimum  security  value  recognized  by  the 
Bill  is  ;^200.  If  a  productive  property  is  proved 
to  be  of  that  value  for  the  purpose  of  an  Industrial 
Loan  its  owner  may  obtain  such  loan  to  the  limit 
of  £ioo.  And  in  order  to  extend  the  range  of  the 
Bill  even  further,  a  number  of  persons  may  combine 
to  establish  such  a  concern,  and  once  established 
to  obtain  the  Credit  Right  in  respect  of  it.  No 
greater  incentive  to  thrift  has  hitherto  existed  in 
this  country.  No  such  chance  to  advance  himself 
has  ever  before  been  open  to  the  intelligent  and 
industrious  worker  held  back  by  lack  of  capital. 

With  that  prospect  in  view  the  Savings  Bank 
would  assume  new  importance  in  national  life. 

Credit  Right  under  the  Bill  is  not  to  be  given 
to  any  but  a  British  Subject  or  a  Company  ''  whereof 
the  greater  part  of  the  share  capital  is  held  by 
British  Subjects." 
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Under  this  provision  control  of  a  British  Company 
may  not  be  sold  to  or  otherwise  acquired  by  for- 
eigners without  prejudice  to  the  Credit  faciHties 
procurable  by  British  ownership,  a  disability  which 
must  prove  a  serious  handicap  against  British 
competitors  and  tend  to  keep  the  control  of  British 
Industry  in  British  hands. 

It  accords  strictly  with  the  interests  of  the 
nation  to  so  use  the  national  credit  as  to  give  British 
control  of  industry  an  advantage  over  foreign 
control  and  to  checkmate  thereby  any  policy  of 
''peaceful  penetration"  which  might  have  for  its 
objective  industrial,  financial  and  ultimate  State 
control  by  a  peaceful  conqueror  under  whom  the 
British  might  become  a  nation  of  workers  for  foreign 
masters  whose  allegiance  lay  elsewhere.  Ij 

Certificates  of  Value,  Title  and  Profits,  together 
with  Deeds  or  Documents  of  Title,  must  be  deposited 
with  the  Bank  where  the  Credit  Right  is  exercised 
and  the  Industrial  Loan  obtained. 

The  business  of  the  concern  referred  to  in  these 
documents  must  have  been  established  sufficiently 
long  to  render  reasonable  an  assumption  that 
the  certified  profits  will  continue.  In  fixing  the 
amount  of  such  profits,  however,  the  interest  paid 
in  respect  of  any  charge  which  it  is  intended  to 
discharge  with  the  proceeds  of  the  loan  need  not  be 
deducted. 

Take  the  case  of  a  productive  Municipal  Under- 
taking such  as  Tramways. 
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Assume  the  value  to  be  £1,000,000.  This  might 
carry  a  Credit  Right  to  ;^50o,ooo  repayable  in 
50  instalments  of  £10,000  each,  if  the  undertaking 
were  showing  a  profit.  But  in  making  its  claim 
the  Municipality  would  be  entitled  to  include  in 
the  profit  interest  and  sinking  fund  in  connection 
with  the  existing  first  charges  up  to  £500,000  which 
the  Credit  Right  would  enable  it  to  repay. 

Credit  Right  is  to  be  vested  in  freeholds  to  the 
extent  of  50  per  centum  of  the  certified  value,  and 
in  leaseholds  where  the  interest  of  the  leaseholder 
is  not  less  than  90  per  centum,  to  the  extent  of 
40  per  centum  of  the  certified  value. 

For  the  Credit  granted  in  respect  of  an  under- 
taking, a  complete  productive  undertaking  would 
constitute  the  security.  Much  of  the  credit  now 
afloat  and  deemed  perfectly,  sound  is  secured  by 
nothing  more  than  claims  upon  indistinguishable 
fragments  of  a  complete  productive  undertaking. 


Section  F 

The  Government,'  through  the  Treasury,  on 
behalf  of  the  nation,  being  the  guarantor  of  the 
loans,  the  Treasury  is  to  be  the  final  reference 
for  the  sanction  of  a  loan  and  the  reference  is  to 
be  made  by  the  Bank  at  which  it  is  proposed  the 
Credit  Right  to  the  loan  shall  be  exercised. 

The  Treasury  may  refuse,  without  assigning  any 
1  Pp.  30-1. 
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cause,  to  sanction  a  loan.  No  Bank,  however, 
may  do  so  without  good  and  sufficient  reason.  Any 
question  arising  between  a  Bank  and  an  AppHcant 
who  has  complied  with  the  conditions  can  be  referred 
to  an  arbitrator  appointed  by  the  Treasury. 

The  proceeds  of  a  loan  must  be  applied  ''  for  the 
discharge  of  liabilities  on  or  affecting  the  property 
or  for  the  development  of  the  property  or  of  the 
business  carried  on  therein  or  thereon  or  for  some 
other  purpose  of  production  to  be  specified  in  the 
covenant.*' 

And  when  the  loan  is  made  '*  The  Bank  shall 
require  as  a  condition  of  a  loan  that  the  borrower 
shall  enter  into  a  covenant  to  continue  to  use  the 
property  for  purposes  of  production  and  to  keep  the 
same  equipped  and  organized  for  those  purposes, 
and  may  require  that  the  borrower  shall  keep  at 
the  Bank  his  banking  account  in  relation  to  the 
business  carried  on  by  the  applicant  on  or  by  means 
of  the  said  property." 

In  order  that  the  applicant  may  have  securities 
to  offer  for  a  second  charge  upon  his  property  in 
the  more  ordinary  course  of  business,  the  Bank  will 
hand  him  a  Certificate  showing  the  amount  of  the 
loan  and  copies  certified  by  the  Bank  of  the  certificate 
of  value,  the  certificate  of  title  and  the  certificate 
of  profits  deposited  with  the  Bank. 

The  guarantee  of  the  Government  given  to  the 
Bank  in  respect  of  the  loans  is  practically  un- 
qualified.    It  is  given  on  behalf  of  all  the  people 
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for  some  of  the  people.  But  this  is  not  altogether 
a  new  thing  for  the  Government  to  do.  The  Govern- 
ment will  give  this  national  guarantee  voluntarily 
and  deliberately.  But  it  has  given  the  national 
guarantee  before  almost  involuntarily  from  sheer 
force  of  circumstances  in  a  national  emergency.  It 
has  given  the  national  guarantee  for  special  indebted- 
ness with  recourse  to  the  whole  nation  by  way  of 
taxation.  It  will  give  the  national  guarantee  for 
special  indebtedness  with  recourse  to  individuals 
by  way  of  productive  property  of  proved  value  in 
excess  of  the  loan  to  the  extent  of  100  per  cent,  as 
well  as  by  way  of  their  personal  liabiHty. 

The  Government  will  do  a  lesser  thing  for  the 
entire  field  of  British  Industry  than  it  is  compelled 
on  occasion  to  do  for  the  financial  community  and 
that  part  of  Industry,  some  of  it  British  and  some 
of  it  Foreign,  which  that  community  elects  to 
support.  It  will  thereby  perform  the  one  great 
act  of  Justice  which  civilization  demands  from 
civilized  Government,  the  freeing  of  men  from  the 
coils  of  men,  the  eradication  of  the  creeping  paralysis 
of  financial  control  from  the  developing  limbs  and 
brains  of  earnest,  energetic,  national  industry,  and 
it  will  do  it  by  persistent  use  for  the  benefit  of  the 
whole  nation  of  the  great  invisible  force  of  British 
Credit  which  depends  ultimately  not  on  the  business 
acumen  of  financiers  but  on  the  strength  of  the 
nation  in  men,  property  and  armaments. 
5 
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Section  G 

Under  the  Bill  no  person  is  to  continue  to  carry 
on  the  business  of  banking  if  he  has  refused  to  make 
industrial  loans/ 

The  habits  and  customs  of  trade  and  commerce 
have  established  Banking  Credit  as  the  recognized 
form  of  currency  and  medium  of  exchange.  The 
legal  tender  currency  used  for  hand  to  hand  pur- 
chases and  the  settlement  of  balances  represents 
an  almost  negligible  fraction  of  the  sums  dealt  with 
by  cheques,  drafts,  bills,  etc. 

£16,000,000,000  dealt  with  at  the  Bankers*  London 
Clearing  House  alone,  without  the  use  of  a  sovereign, 
indicates  merely  a  portion  of  the  enormous  volume 
of  counter-transactions  which  cross  one  another  out 
in  the  trading  and  commercial  world. 

Exchanges  of  commodities  and  services  for  com- 
modities and  services  are  made  between  individuals 
and  communities  at  home  and  abroad,  between 
towns,  countries  and  continents,  the  values  of  which 
in  terms  of  money  are  set  down  in  Credit  instru- 
ments which  are  ultimately  crossed  off  against  one 
another  as  banking  Credit  in  the  books  of  Bankers, 
hundreds  of  milHons  of  pounds'  worth  of  com- 
modities and  services  on  one  side  or  the  other 
being  finally  balanced  by  a  few  pounds'  weight  of 
gold  in  bars. 

Established  Banks  are  the  essential  machinery 
1  Pp.  31-2. 
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for  the  manufacture  of  Banking  Credit,  and  it  is 
by  and  for  Banking  Credit  that  they  hve.  When 
there  is  a  general  desire  to  convert  Banking  Credit 
into  money  the  Government  must  step  in  and 
either  supply,  forbid  or  suspend  the  demand  or 
take  action  which  involves  doing  all. 

The  vast  and  beneficent  services  which  they 
perform  in  the  business  economy  of  the  State  does 
not  relieve  the  Banks  from  their  ultimate  depend- 
ence upon  the  State  and  the  certainty  of  destruction 
at  the  first  national  crisis  in  which  the  support  of 
the  State  is  withheld. 

Of  course,  it  can  never  be  withheld,  because  the 
affairs  of  the  Banks  are  the  affairs  of  the  nation. 

Banks  are  the  national  machinery  for  ''  minting  '' 
our  commercial  currency.  As  we  take  gold  to  the 
mint  for  conversion  into  the  usual  currency  form  of 
coin  at  £^  17s.  gi.  per  ounce,  so  must  we  be  allowed 
to  take  our  Credit  Right  to  the  Banks  and  convert 
it  into  the  usable  form  of  an  equivalent  industrial 
loan  of  banking  Credit. 

New  Banks  might  be  created,  but  it  is  better  to 
utilize  the  machinery  of  existing  Banks  for  a  fee, 
for  these  ''  minting ''  purposes,  than  to  create 
separate  institutions  which  would  necessarily  de- 
velop into  formidable  opponents  in  the  fields  of 
ordinary  Banking  without  any  compensating  ad- 
vantages to  the  community. 

Whereas  the  Mint  receives  no  fee  from  the  owner 
of  the  gold  for  whom  the  service  is  performed,  the 
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Bank  would  receive  from  the  owner  of  the  Credit 
Right  a  fee  of  i  per  cent,  for  the  first  year  and  half 
of  I  per  cent,  per  annum  thereafter  upon  the  total 
amount  of  the  loan  throughout  the  period  of  re- 
demption until  the  closing  of  the  account.  A  loan 
of  £i,ooo  would  entitle  the  Bank  to  £io  for  the 
first  year  and  £5  in  each  succeeding  year.  If  the 
redemption  instalments  were  £40  per  annum,  the 
last  £5  would  constitute  12^^  per  cent,  for  that 
year  on  the  last  £40  instalment.  But  under  the 
Bill  there  would  be  freedom  to  redeem  earlier,  and 
an  increasing  fee  in  relation  to  a  reduced  loan  would 
be  an  incentive  to  do  so.  The  ordinary  commercial 
business  of  the  Banks  would  be  extended  by  a  vast 
increase  in  the  number  and  volume  of  commercial 
transactions  generated  by  the  new  Credit. 

No  new  Banks  are  proposed  under  the  Bill  except 
Bankers'  Banks  in  the  form  of  Reserve  Banks 
abroad  and  the  Bank  of  England,  with  new  duties 
imposed  upon  it,  at  home.  The  proposal  is  in  the 
interests  of  Banking  generally  in  respect  of  both 
earning  capacity  and  safety. 

Section  H 

In  the  course  of  trade  there  are  seasonal  demands 
for  more  or  less  Legal  Tender  Currency  against 
which  the  Banks  maintain  a  cash  reserve. 

(These  cash  reserves  are  the  illusory  gold  basis 
of  credit,  no  matter  how  Uttle  gold  is  included  in 
them,   by   which  the   extension   or    expansion   or 
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(shall  we  whisper  it  ?)  inflation  of  credit  is  regulated. 
Inflation  here  consists  of  the  multiplication  of 
'*cash''  claims  to  perhaps  unattainable  gold  by  a 
Financial  Imagination  which  paints  its  own  pictures 
of  the  Cheque  Habit,  Accommodation  Charges,  and 
the  acceleration,  direction  and  volume  of  Exchanges 
in  Trade  and  High  Finance.  Hence  if  the  '*  cash  '' 
stand  for  £1  and  the  Imagination  for  4  or  5  the  £1 
is  so  multiplied  and  treated  as  actually  £4  or  £5.) 

The  cash  reserve  is  measured  against  the  Lia- 
bilities of  the  Banks,  but  bears  a  higher  or  lower 
ratio  to  them  both  according  to  the  nature  of  the 
trade,  whether  general  or  special,  in  which  the 
customers  of  any  particular  Bank  are  engaged,  and 
the  easiness  of  rediscounting  and  other  resources 
open  to  the  Bank. 

At  a  time  when  one  Bank  may  have  too  little 
Legal  Tender  Currency  for  its  needs,  another  may 
have  too  much. 

There  is  in  normal  times  an  abundance  of  Legal 
Tender  Currency  in  this  country  for  all  purposes 
if  it  can  be  turned  over  often  enough  and  transferred 
quickly  enough  instead  of  being  split  up  into  number- 
less comparatively  small  reserves  held  in  most  cases 
rather  from  fear  than  from  need  and  not  allowed 
to  circulate  in  response  to  actual  demands  for  its 
use. 

,  The  existing  depreciation  of  our  Legal  Tender 
Currency  and  its  serious  consequences  in  the  inflation 
of  prices  are  due  not  merely  to  this  fear  and  this 
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restriction,    but    also   to   the   absence   of   banking 
provisions  such  as  this  part  of  the  Bill  contains. 

Even  if  an  enormous  increase  in  the  number  of 
business  transactions  arose  out  of  the  increase  of 
industrial  loans  proposed  in  the  Bill  the  normal 
Legal  Tender  Currency  would  be  more  than  ample 
if  it  were  allowed  to  circulate  as  and  where  required. 
The  balancing  of  £ioo  against  £101  requires  no  more 
Currency  than  the  balancing  of  £1,000,000  against 
£1,000,001. 

Now  the  circulation  of  this  Currency  the  Bill 
proposes  either  to  effect  or  to  render  unnecessary  by 
means  of  the  Bank  of  England  in  the  United  Kingdom 
and  Reserve  Banks  elsewhere  should  the  principles 
of  the  Bill  be  extended  to  other  parts  of  the  British 
Empire. 

The  Bill  proposes  that,  under  the  direction  of  the 
Treasury,  the  Bank  of  England  shall  extend  to 
every  Bank  which  keeps  an  account  there  such 
discounts,  advances,  and  accommodations  as  may 
be  safely  and  reasonably  made. 

Under  those  circumstances,  not  only  would  there 
be  a  freer  circulation  of  Credit  instruments,  but  the 
importance  of  the  cash  reserve  held  by  separate 
Banks  would  automatically  diminish  and  every  local 
stringency  would  be  avoided  whilst  the  Currency 
available  would  find  its  way  at  all  times  where  it 
was  most  needed  and  in  accordance  with  precise 
demands,  the  best  kind  of  economy  in  the  use  of  it 
being  the  result,  , 
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'  Reserve  Banks  outside  the  United  Kingdom, 
should  they  keep  an  account  with  the  Bank  of 
England,  will  be  entitled  to  the  same  accommodation, 
so  that  there  may  be  freer  circulation  of  Credit 
instruments  throughout  the  Empire  and  greater 
facilities  for  writing  off  one  transaction  against 
another  in  Imperial  Commerce.  The  Industrial 
Loans  of  the  Bill  would  make  an  enormous  increase 
in  such  transactions  certain. 

Reserve  Banks  in  the  Colonies  and  the  British 
Dominions  generally  (and  their  establishment  in 
any  part  of  the  world  where  the  laws  and  customs 
of  the  country  both  permit  and  invite  such  estab- 
lishment) would  not  only  facilitate  British  Trade 
and  commerce,  and  both  regain  and  extend  the  power 
of  London  as  the  financial  centre  of  the  world, 
but  would  checkmate  the  movement  inaugurated  by 
the  United  States  with  its  Federal  Reserve  Act,  for, 
in  the  first  place,  meeting  the  country's  Currency 
requirements  (in  which  it  at  first  succeeded)  and, 
in  the  next  place,  making  the  Bill  of  Exchange  on 
New  York  a  serious  rival  in  international  commercial 
Currency  to  the  Bill  of  Exchange  on  London. 

The  Bill  of  Exchange  on  London  has  obtained 
its  Currency  in  International  Trade  by  commercial 
custom  generations  old,  payment  with  paper  on 
London  in  terms  of  English  money  having  been 
sought  for  everywhere  since  the  time  when  the 
harnessing  of  steam  made  England  the  workshop  and 
the  Whiteley  of  the  world  and  the  world  its  debtor. 
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Whilst  we  preserve  the  soundness  of  ''  sterUng/' 
to  oust  the  London  Bill  from  its  position  and  create 
a  new  International  Trade  Currency  must  involve 
time,  trouble,  financial  loss  and  without  Government 
support  final  ruin  for  those  engaged  in  the  enter- 
prise. For  that  reason  the  bankers  and  traders 
of  all  nationalities  have  hitherto  fallen  into  line 
and  made  no  serious  effort  to  challenge  the  utility 
and  supremacy  of  the  Bill  on  London.  The  Bill 
on  Hamburg  was  creeping  its  way  into  certain 
grooves  before  the  war,  and  more  would  have  come 
of  it.  Now  the  United  States  Government,  through 
the  Federal  Reserve  Act,  permits  and  is  ultimately 
responsible  for  the  establishment  of  branches  of 
any  National  Bank  in  foreign  countries  ''  for  the 
furtherance  of  the  foreign  commerce  of  the  United 
States,  or  to  act,  if  required  to  do  so,  as  fiscal  agents 
of  the  United  States ;  and  the  Reserve  Banks  may 
establish  foreign  branches  for  the  purpose  of  trading 
in  prime  bills  of  exchange.'* 

It  will  be  too  late  to  storm  our  citadel  if  we  take 
proper  steps  to  defend  it.  That  is  one  of  the  objects 
of  the  Bill. 

America  is  more  alive  than  ever  now  to  the  value 
of  the  economic  prize.  The  economic  blockade  has 
forced  the  question  out  of  the  dark  haunts  of  experts 
into  the  light  where  it  is  seen  by  the  man  in  the 
street. 

The  Daily  Telegraph  of  August  8th,  191 6,  cites 
quotations   given   in   the   New    York    Times   from 
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The  Americas,   a    journal  issued  by  the  National 
City  Bank  of  New  York  : 

'*  The  great  fact  which  Americans  should 
realize  in  connection  with  this  interference  with 
commerce,  as  an  economic  measure  of  warfare, 
is  that  in  its  most  powerful  form  it  is  entirely 
an  exercise  by  the  Allies  of  what  we  must 
concede  to  be  purely  commercial  organization 
and  influence  which  Great  Britain  has  a  full 
right  to  use  for  her  war  purposes.  .  .  .  And  if 
our  own  trade  is  inconvenienced  through 
England's  necessity  for  temporarily  withdrawing 
from  the  use  of  our  commerce  the  facilities  of 
her  world-wide  organization,  which  we  have 
depended  on  heretofore  in  lieu  of  building  up 
our  own,  we  may  know  that  through  these 
means  the  pressure  that  will  end  the  world 
war  may  be  brought  to  bear.  .  .  .  The  Alhes 
have  built  up,  and  are  still  developing,  a  system 
of  control  of  merchandizing,  banking,  and 
every  phase  of  ordinary  business,  extending 
into  the  domestic  markets  of  every  neutral 
country,  and  effective  as  against  German  and 
pro-German  business  interests  ajround  the  world 
to  a  degree  that  is  wonderful.'* 

All  this  control  means  little  more  than  control  of 
the  Bill  on  London  taken  in  hand  not  long  ago  by 
tke  Government  for  enforcing  the  Blockade;  a 
control  since  checkmated  by  the  enemy  ! 
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By  no  other  means  than  the  Bill  now  proposed 
can  we  so  successfully  withstand  the  efforts  which 
will  be  made  henceforward  to  wrest  that  wonderful 
power  from  us. 

The  Federal  Reserve  Act  has  helped  us  so  far. 
By  its  aid  no  doubt,  and  probably  impossible  other- 
wise.   Credits    of    enormous    amounts    have    been 
granted  to  us,   and  drawn  upon  in  the  shape  of 
munitions   and   other   supplies  which   would  have 
made  an  adverse  balance  of  trade  that  could  not 
have  been  met  by  our  sales  of,  or  borrowings  on, 
American  Securities,   or  our  loan  of  one  hundred 
millions    sterHng.    Such    Credits    have    helped    to 
swell  American   Bank   Deposits  to  the  prodigious 
figures  of  nearly  £3,000,000,000.     In  spite  of  these 
Credits  the  American  Exchange  is  still  against  us 
because    we   have    depreciated    our    Legal   Tender 
Currency  instead  of  extending  sound  Credit  at  home. 
The  remedy  is  to  pass  this  Bill  and  reduce  the 
excessive  quantity  of  the  Legal  Tender  Currency, 
which  is  the  most  serious  factor  of  all  in  the  present 
undue  inflation  of  prices,  seeing  that  it  increases 
enormously  the  cost  of  the  war  and  gives  us  only 
I2S.  worth  of  commodities  for  every  £1  of  debt  we 
incur  now  and  which  we  shall  have  to  repay  in  full 
with  interest  in  the  future  with  £1  worth  of  com- 
modities and  services  for  every  £1.     It  is  a  delusion 
and  a  snare  to  argue  that  the  debt  we  incur  we  owe 
to    ourselves — that    **  the   nation   owes   it    to   the 
nation  " — for  in  so  far  as  we  do  not  owe  it  to  other 
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nations,  it  is  not  the  whole  nation  which  owes  it  to 
the  whole  nation,  but  the  whole  nation  which  owes 
it  to  a  comparatively  few  individuals. 

There  is  a  weakness  in  the  administration  of  the 
Federal  Reserve  Act  in  the  nature  of  a  vast  number 
of  the  Bills  which  are  accepted  unduly  as  there  is  a 
weakness,  apart  from  the  chronic  depreciation  of 
American  Legal  Tender  Currency,  in  the  American 
banking  system  in  the  vast  number  of  bank-notes 
in  general  currency  not  based  on  gold.  But  for 
this  its  ambitious  object,  favoured  by  the  war, 
would  in  no  long  time  have  been  accomplished. 
The  apparent  great  success  of  the  Act  might  have 
been  made  real,  though  slower  of  attainment,  if 
only  Bills  had  been  dealt  with  having  actual  com- 
modity value  behind  them  and  not  merely  the 
security  of  single  or  double  names.  Brother  Jona- 
than's error  is  John  Bull's  opportunity — in  a  friendly 
sense,  as  when  two  great  chess  players  move  and 
count  ermove.^ 

Should  the  Governments  of  those  countries  and 
Dominions  which  are  partners  in  the  British  Empire 
bring  into  force  legislation  equivalent  to  that  of 
the  Bill,  the  said  Governments  becoming  Guarantors 
of  the  Industrial  Loans  taken  out  in  their  respective 
territories,  the  Treasury  '*  may  advance  to  the 
Government  of  such  part  of  the  British  Empire 

^  Since  this  was  written  the  United  States  has  entered  the  war. 
Nevertheless,  the  relative  positions  of  the  two  countries  reinforce 
the  argument. 
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as  a  loan,  on  such  terms  as  may  be  agreed  between 
the  Treasury  and  such  Government,  any  sum 
which  may  be  required  to  make  good  a  guarantee 
of  such  Government  under  such  legislation."  Any 
such  advance  could  be, made  by  raising  a  loan  in 
the  territory  concerned,  or  in  various  other  ways. 

Conceive  the  British  Empire  so  vitalized  !  Every 
productive  property,  once  made  successful,  a  source, 
in  its  own  right,  of  means  to  further  progress  with  a 
minimum  of  charge  upon  itself. 

Exchange  of  products  on  the  vastest  scale,  over 
all  the  habitable  earth,  with  greater  freedom  and 
fewer  periods  of  stagnation  than  attend  the  lesser 
trade  of  present  times  and  areas,  made  possible  by 
super-banking  machinery  for  the  unlimited  negotia- 
tion of  the  commercial  paper  which  is  the  evidence 
in  terms  of  money  of  the  products  which  are 
exchanged  in  cross  transactions  that  write  one 
another  off  and  need  only  occasionally  a  small 
make- weight  in  the  commodity  Gold. 

An  Empire  free  to  develop,  an  Empire  of  many 
units  and  divers  interests  bound  together  by  one 
common  desire,  one  common  need — the  mainten- 
ance of  British  Credit ! 

Section  I 

The  Bill  provides  for  the  appointment  of  an 
Advisory  Board  ^  to  advise  the  Treasury  for  the 
purposes  of  the  Act. 

1  Pp.  32-7. 
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The  Regulations  to  be  made  from  time  to  time 
by  the  Treasury  must  have  an  important  bearing 
on  the  scope  of  the  Act. 

They  should  be  framed  in  the  broadest  possible 
spirit,  and  information  intended  to  guide  the  Treasury 
in  the  making  of  them  should  be  collected  by  men 
of  wide  experience,  practical  knowledge  and  en- 
lightened vision  able  to  connect  such  information 
with  the  signs  of  the  times  and  to  demonstrate  its 
full  significance  in  the  preservation  of  economic 
equilibrium. 

The  Advisory  Board  should  consist  of  such  men 
efiiciently  representative  of  Commerce,  Manufac- 
tures, Agriculture,  Finance,  the  Dominions  and 
Economic  Science.  The  members  are  to  hold  office 
for  five  years,  subject  to  death,  resignation,  bank- 
ruptcy, etc.  They  should  be  well  paid  and  also 
eligible  for  reappointment.  They  should  be  pre- 
pared to  advise  the  Treasury  on  all  matters  dealt 
with  in  the  Bill,  including  the  character  and  details 
of  the  Regulations  which  ought  to  be  made.  They 
should  be  free  to  call  for  every  kind  of  information 
helpful  to  their  purpose.  They  should  make  recom- 
mendations in  regard  to  discount  rates,  rediscount 
business,  note  and  loan  issues,  reserve  conditions  in 
different  districts,  arbitration  of  Exchanges,  and 
Legal  Tender  Currency  questions.  But  they  should 
act  in  an  advisory  capacity  only,  all  executive 
authority  remaining  with  the  Treasury. 
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CHAPTER  III 

THE  MENACE  OF  THE  MONEY  TRUST 

To  widen  the  boundaries  of  British  Finance  is  the 
plain  duty  of  the  British  Government.  The  time 
to  do  it  is  now.  To  wait  until  after  the  war  is  to 
watch  the  opportunity  pass.  If  through  not  having 
extended  these  boundaries  long  ago  we  do  not  lose 
the  war,  we  may  thank  not  ourselves  but  the 
impatience  and  self-confidence  of  the  enemy. 

We  do  not  appreciate  the  power  of  Finance. 
"  Finance  to  the  Financiers/'  we  say ;  '*  Let  the 
cobbler  stick  to  his  last/'  '*  One  man,  one  job.'* 
But  as  every  class  must  have  air  to  breathe,  irre- 
spective of  the  use  made  of  the  life  it  helps  to 
maintain,  so  every  worker  or  non-worker,  if  there 
be  any  such,  of  every  class,  is  unfaihngly  affected 
by  Finance.  One  can  as  easily  decide  not  to  draw 
breath  as  to  have  nothing  to  do  with  Finance. 

In  a  world-war  involving  such  a  terrible  ordeal  as 
that  through  which  we  are  now  passing,  to  have 
treated  Finance  as  a  side  issue  in  which  we  might 
accept  with  confidence  and  almost  without  question 
the  direction  and  assistance,  upon  their  own  terms, 
of  financiers  of  world-wide  fame  and  influence,  could 

6  8^ 
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never  be  pardoned  if  we  had  learned  nothing  of  the 
powers  of  Finance  from  our  colossal,  if  inevitable, 
misadventure. 

Let  no  word  of  mine  belittle  the  greatness  of  the 
men  who  have  built  up  the  mighty  system  whereby 
they  have  made  multi-millionaires  of  themselves 
and  hold  whole  nations  in  fee.  They  have  shown 
us  the  way  to  salvation,  if  we  will  but  take  it,  and, 
instead  of  either  grovelling  on  our  knees  before 
them,  quailing  at  their  glance  or  calling  for  their 
"  heads,*'  take  them  along  with  us.  They  may 
remain  great  and  yet  be  a  means  to  our  end. 

The  power  of  Finance  is  graphically  indicated  by 
Louis  D.  Brandeis,  Chief  Justice  of  the  Supreme 
Court  of  the  United  States.  In  his  book,  Other 
Peoples'  Money,  he  attacks  **  The  Money  Trust ''  with 
a  legal  directness  and  vigour  which  prove  his  object 
to  be,  like  Marc  Antony's,  with  the  equivocation  re- 
moved, /*  I  come  to  bury  Caesar,  not  to  praise  him !  '* 

When  that  Money  Trust  was  being  created  the 
Pucks  of  Finance  must  indeed  have  cried,  *'  What 
fools  these  mortals  be  !  ''  Yet  to  have  prevented 
its  growth  would  not  have  been  wise ;  for  then 
this  great  force  in  the  hidden  principles  of  business 
might  never  have  been  discovered ;  its  success,  in 
practice,  never  demonstrated^. 

In  his  chapter  on  *'  Our  Financial  Oligarchy,'' 
Louis  D.  Brandeis  thus  refers  to  the  Money  Trust : 

'*  The  dominant  element  in  our  financial  oligarchy 
is  the  investment  banker. 
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'*  Associated  banks,  trust  companies,  and  life 
insurance  companies  are  his  tools.  Controlled  rail- 
roads, public  service,  and  industrial  corporations 
are  his  subjects.  Though  properly  but  middlemen, 
these  bankers  bestride  as  masters  America's  busi- 
ness world,  so  that  practically  no  large  enterprise 
can  be  undertaken  successfully  without  their  par- 
ticipation and  approval.  These  bankers  are,  of 
course,  able  men  possessed  of  large  fortunes ;  but 
the  most  potent  factor  in  their  control  of  business 
is  not  the  possession  of  extraordinary  ability  or 
huge  wealth.  The  key  to  their  power  is  Combina- 
tion— concentration  intensive  and  comprehensive — 
advancing  on  three  distinct  lines  : 

''  First :  There  is  the  obvious  consolidation  of 
banks  and  trust  companies ;  the  less  obvious 
affiliations — through  stockholdings,  voting  trusts 
and  interlocking  directorates — of  banking  institu- 
tions which  are  not  legally  connected ;  and  the 
joint  transactions,  gentlemen's  agreements,  and 
*  banking  ethics '  which  ehminate  competition 
amongst  the  investment  bankers. 

'*  Second  :  There  is  the  consolidation  of  railroads 
into  huge  systems,  the  large  combinations  of  public 
service  corporations  and  the  formation  of  industrial 
trusts,  which,  by  making  business  so  '  big  '  that 
local,  independent  banking  concerns  cannot  alone 
supply  the  necessary  funds,  has  created  dependence 
upon  the  associated  New  York  bankers. 

*'  But  combination,  however  intensive  along  these 
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lines  only,  could  not  have  produced  the  Money 
Trust — another  and  more  potent  factor  of  combina- 
tion was  added. 

''  Third :  Investment  bankers,  dealers  in  bonds, 
stocks,  and  notes  encroached  upon  the  functions 
of  the  three  other  classes  of  corporations  with  which 
their  business  brought  them  into  contact. 

*'  They  became  the  directing  power  in  railroads, 
public  service,  and  industrial  companies  through 
which  our  great  business  operations  are  conducted — 
the  makers  of  bonds  and  stocks.  They  became  the 
directing  power  in  the  life  insurance  companies, 
and  other  corporate  reservoirs  of  the  people's 
savings — the  buyers  of  bonds  and  stocks.  They 
became  the  directing  power  also  in  banks  and  trust 
companies — the  depositories  of  the  quick  capital 
of  the  country — the  life  blood  of  business  with  which 
they  and  others  carried  on  their  operations.  Thus 
four  distinct  functions,  each  essential  to  business, 
and  each  exercised,  originally,  by  a  distinct  set  of 
men,  became  united  in  the  investment  banker.  It 
is  to  this  union  of  business  functions  that  the 
existence  of  the  Money  Trust  is  mainly  due. 

''The  development  of  our  financial  oligarchy 
followed,  in  this  respect,  lines  with  which  the 
history  of  political  despotism  has  familiarized  us — 
usurpation,  proceeding  by  gradual  encroachment 
rather  than  by  violent  acts ;  subtle  and  often 
long-concealed  concentration  of  distinct  functions, 
which  are  beneficent  when  separately  administered. 
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and  dangerous  only  when  combined  in  the  same 
persons.  It  was  by  processes  such  as  these  that 
Caesar  Augustus  became  master  of  Rome.  The 
makers  of  our  own  Constitution  had  in  mind  hke 
dangers  to  our  pohtical  hberty  when  they  provided 
so  carefully  for  the  separation  of  Governmental 
powers.'' 

The  Money  Trust  becomes  thereafter  a  wheel  of 
fortune  in  the  multiplication  of  wealth  and  power. 
Within  its  magic  circle  are  the  makers  of  securities, 
the  means  to  hold,  to  sell,  and  to  buy  ;  control  of 
money  as  it  is  made ;  control  of  the  means  by 
which  it  can  be  made ;  control  of  credit ;  control 
of  the  direction  industry  shall  take  with  control  of 
its  extent  and  location ;  control  of  buyers  and  of 
when,  where,  why,  and  what  they  shall  buy ;  con- 
trol of  borrowers  and  of  when,  where,  why,  and 
how  much  they  shall  borrow ;  control  of  workers 
and  of  when,  where,  how,  and  at  what  they  shall 
work  ;  control  of  the  kinds  of  work  to  be  done  in 
particular  countries  and  of  the  fate  of  nations,  as 
to  which  shall  be  thriving  or  depressed,  fed  or 
hungry,  at  a  given  time. 

One  group  of  the  Money  Trust  which  shall  be 
nameless  because  it  had  mercy  upon  us  when  we 
were  placed  at  its  mercy  in  this  war,  is  cited  as 
having  this  mighty  economic  influence  :  118  direc- 
torships in  34  banks  and  trust  companies  having 
total  resources  of  roughly  £535,800,000,  and  total 
deposits  of  £396,600,000  ;    30   directorships  in  10 
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insurance  companies  having  total  assets  of 
£458,000,000  ;  105  directorships  in  32  transporta- 
tion systems  having  a  total  capitaHzation  of 
£2,356,800,000,  and  a  total  mileage  (excluding 
express  companies  and  steamship  lines)  of  150,200  ; 
63  directorships  in  24  producing  and  trading  com- 
panies having  a  total  capitalization  of  £667,800,000  ; 
25  directorships  in  12  public  service  companies 
having  a  total  capitalization  of  £430,000,000  ;  in 
all,  341  directorships  in  112  companies  having 
aggregated  resources  or  capital  of  £4,449,000,000. 
Its  sphere  of  influence  is  a  world  in  itself,  extended 
over  a  wide  area,  and  replete  with  every  element 
necessary  to  perpetual  increase  of  wealth  and  power. 

Through  banks,  railways,  public  services,  indus- 
trial concerns,  etc.,  the  lives  of  a  large  part  of  the 
nation  are  directed.  Through  associated  groups 
the  lives  of  practically  the  whole  of  the  nation  are 
governed.  Through  linkings-up  internationally  a 
gigantic  proportion  of  mankind  is  controlled. 

The  financial  ring  which  girdles  the  earth  is 
gathered  from  all  nations.  Powerful  elements  in 
it  are  essentially  American,  but  the  dominating 
influence  is  Teutonic  ! ' 

That  is  why  an  Allies-wide  boycott  of  enemy 
securities,  for  a  generation,  will  never  be  applied ; 

1  Six  great  German  banks  control  scores  of  thousands  of  millions 
of  capital  and  credit  throughout  the  world,  through  direct  and  in- 
direct associations  and  silent  partnerships.  'See  Document  No.  593 
of  the  United  States  Senate,  issued  at  Washington  by  the  National 
Monetary  Commission. 
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why  the  war  after  all  its  vicissitudes  will  pro- 
bably end  in  a  stalemate ;  why  the  British  Empire 
itself,  as  the  real  weapon  with  which  to  win  the 
war  for  the  British,  is  being  allowed  to  rust  until 
after  the  war. 

No  more  striking  proof  of  a  probable  victory  for 
this  so-called  Money  Trust,  as  the  outcome  of  the 
war,  can  be  adduced  than  the  attitude  of  our  own 
Government  in  relation  to  the  disorganization  and 
proposed  reconstruction  of  the  country. 

It  appeals  for  direction  and  advice  to  a  Committee 
composed  of  men  who  cannot  but  be  more  or  less 
intimately  connected  with  that  Trust,  having 
regard  to  their  own  ramifications  into  Banking, 
Insurance,  Public  Services,  Trust  Companies,  Trans- 
portation, and  Industrial  concerns. 

This  Committee  is  asked  : 

"  To  consider  and  report  whether  the  normal 
arrangements  for  the  provision  of  financial  facilities 
for  trade  by  means  of  existing  banking  and  other 
financial  institutions  will  be  adequate  to  meet  the 
needs  of  British  industry  during  the  period  imme- 
diately following  the  termination  of  the  war,  and,  if 
not,  by  what  emergency  arrangement  they  should 
be  supplemented,  regard  being  had  in  particular  to 
the  special  assistance  which  may  be  necessary  : 

*'  (a)  To  facilitate  the  conversion  of  works 
and  factories  now  engaged  upon  war  work 
to  normal  production. 
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''  (6)  To  meet  the  exceptional  demands  for 
raw  materials  arising  from  the  depletion  of 
stocks/' 

Why,  the  Committee  themselves,  with  their 
friends  and  connections,  could  provide  these  limited 
faciHties!  The  Money  Trust  could  reconstruct  the 
world,  much  less  little  England,  in  their  own  way  ; 
and  what  other  way  can  they,  or  any  others,  pos- 
sibly advise  when  their  minds  must  necessarily  be 
similarly  constituted  and  literally  saturated  with 
the  ideas  essential  to  their  peculiar  success  and 
ambitions  ?  Their  control  of  great  institutions 
and  undertakings  means  ability  to  lend  vast  sums, 
either  directly  or  indirectly,  to  themselves  or  their 
friends  or  those  in  whom  they  repose  confidence ; 
and  ''  what  is  even  more  important,  the  power  to 
prevent  funds  from  being  lent  to  any  rival  inter- 
ests ''  ;  to  lend  readily  when  the  object  of  the 
borrower  is  to  purchase  securities  for  which  it  is 
desired  to  create  a  demand ;  to  call  in  loans  diplo- 
matically when  it  is  desired  to  force  sales  of  par- 
ticular lines ;  to  lend  for  the  establishment  or 
extension  of  a  business ;  to  withdraw  when  a 
transfer  of  that  business  either  in  fact  or  by  control 
becomes  desirable ;  to  lend  with  the  immediate  or 
ultimate  object  of  obtaining  control. 

If  the  Medical  Faculty  had  the  power  to  supply, 
or  to  abstain  from  supplying,  at  will,  the  blood  of 
life  to  the  human  body,  and  none  other  had  a  like 
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privilege,  the  Medical  Faculty  would  dominate 
every  home,  city,  country,  and  continent.  Well, 
this  absolute  control  of  funds,  and  of  the  machinery 
by  which  alone  they  can  be  applied,  is  equivalent 
to  the  control  of  the  circulation  of  the  blood  of 
business  from  the  smallest  retail  transaction  to  the 
sale  of  the  world's  output  of  steel,  or  lumber,  or 
other  raw  material  by  international  operations  in 
'*  big  "  business. 

The  blood  is  made  to  so  circulate  that  the  buyers, 
the  sellers,  and  the  collectors  of  the  funds  shall 
constitute  that  ''  Medical  Faculty ''  in  relation  to 
business.  Unless  an  opening  is  made  through 
which  some  of  the  blood  may  flow  into  channels 
other  than  this  Faculty  may  direct,  without  effective 
submission  to  it,  this  Faculty,  this  Oligarchy,  this 
so-called  Money  Trust,  will  attain  through  this 
war  the  Business  Dictatorship  of  the  world,  and 
obtain  it  under  the  guise  of  there  being  no  alter- 
native, obtain  it  in  response  to  appeals,  and  in  the 
process  accept  gratitude,  further  wealth,  power, 
and  honours  for  helping  nations  to  economic 
slavery  in  a  dire  necessity.  The  men  are  to  be 
admired,  the  system  to  be  worshipped.  It  is  idle 
to  talk  of  smashing  that  system.  One  might  as 
well  smash  a  priceless  Sevres  vase  and  expect  to 
be  the  richer  for  it.  But  why  leave  it  for  all  time 
within  the  sole  control  of  few  men  ?  Why  not 
have  the  legal  right  to  come  within  it  without 
permission  of  the  men,  as  and  when,  by  inventive- 
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ness,  patient  industry  and  self-denial,  one  has 
acquired  the  means  even  in  a  small  way  ?  Why  not 
provide  an  ever-open  door  to  those  who  save  enough 
to  purchase  the  right  kind  of  ticket  ?  If  the  small, 
medium,  or  large  individual  trader  shall  have  grown 
arteries  and  veins,  why  may  he  not  demand  a 
share  in  the  circulation  of  the  only  blood  upon 
which  they  can  thrive  ?  Why  should  he  be  in- 
evitably confronted  one  day  with  alternatives  of 
business  death,  absorption  or  subjection  if  his 
business  should  have  become  worthy  of  attention  ? 
The  system  is  as  relentless  in  its  operation  as  a 
law,  or  rule,  of  nature  because  it  is  fundamental 
and  by  its  chief  directors  thoroughly  understood. 
They  understand  the  end  and  they  understand  the 
means.  They  understand  also  and  apply  in  prac- 
tice what  a  prominent  man  has  pointed  out  as 
good  logic,  ''He  that  wills  the  end  must  will  the 
means.'*  It  is  not  the  logic  which,  as  he  also 
states,  ''  has  yet  commended  itself  to  the  British 
people  in  questions  of  Imperial  policy.'*  But  it  is 
the  logic  which  has  commended  itself  in  that  sense 
to  the  Teutonic  Governments,  and  they  are  the 
only  Governments  which  have  directly  associated 
themselves  as  such  and  as  partners  with  the  so-called 
Money  Trust  internationally  considered,  the  as- 
sociation having  been  effected  not  only  through  the 
German  banks  but  through  other  banks  also  and 
the  great  business  concerns  controlled  by,  or  other- 
wise affiliated  to,  them.    What  appears  to  be  laxity 
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in  our  application  of  the  financial  blockade  may  be 
otherwise  explained.  What  appears  to  be  treachery 
on  the  part  of  Russia  may  be  otherwise  explained. 
What  appeared  to  be  the  result  of  treachery  in 
Italy  might  be  otherwise  explained.  What  has  yet 
to  come,  which  will  appear  to  be  treachery,  will  be 
capable  of  other  explanation,  an  explanation  the 
reverse  of  treachery,  an  explanation  of  extreme 
loyalty  to  economic  principles  which  we  ourselves 
through  our  chosen  representatives  are  now  pro- 
moting in  our  midst  by  Government  sanction  and 
even  suggestion !  Rightly  enough,  if  a  practical 
way  of  escape  were  adopted.  But  otherwise  we 
might  as  well  appoint  Hindenburg  to  Kitchener's 
former  office,  and  place  Von  Tirpitz  in  control  of 
our  Navy.  To  do  so  would  only  cause  greater  sur- 
prise because  its  significance  would  be  better  under- 
stood. A  good  case  for  doing  so  could  be  argued 
from  these  principles ;  as  indeed  could  be  done  for 
the  appointment  of  the  Kaiser  to  the  throne  of  the 
Earth ! 

Half  the  world  is  being  laid  waste  or  disorganized 
at  a  cost  of  millions  of  human  lives  to  be  restored 
in  such  a  way  as  to  place  it  for  all  time  under  the 
control  of  a  few  individuals  who  will  be  more 
powerful  than  combinations  of  Governments  and 
peoples !  Half  the  world !  Yet  President  Wilson 
said,  in  speaking  of  the  domination  by  them  of  a 
single  country  : 

''  No  country  can  afford  to  have  its  prosperity 
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originated  by  a  small  controlling  class.  The  trea- 
sury of  America  does  not  lie  in  the  brains  of  the 
small  body  of  men  now  in  control  of  the  great 
enterprises.  ...  It  depends  upon  the  inventions 
of  unknown  men.  Every  country  is  renewed  out 
of  the  ranks  of  the  unknown,  not  out  of  the 
ranks  of  the  already  famous  and  powerful  in 
control./' 

Is  there  no  British  statesman  who  will  think  like 
this  before  hypothecating  too  much  of  the  varied 
productive  machinery  which  ought  to  be  left  as  a 
basis  for  the  necessary  credit  ? 

There  is  not  much  time ;  the  sands  in  the  glass 
are  running  low.  If  the  effect  were  merely  to 
dislodge  the  vast  credits  existing  in  the  shape  of 
railway  Debentures  alone  for  the  further  financing 
of  the  war  by  conferring  national  credit  right  on 
railways  much  would  have  been  done  for  the  war 
and  ultimately  for  humanity.  The  principle  once 
applied  would  work  its  own  way  further  because 
the  folly  of  resisting  it  would  become  so  palpable ; 
and  it  would  teach  us,  if  need  be,  how  to  make  the 
country  and  the  Empire  a  properly  constituted, 
permanent,  self-supporting  war  and  economic  or- 
ganization, instead  of  a  fighting  monstrosity  all 
arms  and  legs,  with  a  shrinking  body  and  viscera, 
dependent  on  a  powerful  ally  who  must  hold  us 
up  whilst  preparing  himself  for  the  fight,  and  who 
will  presently  have  his  own  economic  troubles  if  he 
allows  the  ''  dominant  element ''  to  unbalance  his 
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industrial  and  financial  equilibrium  as  seriously  as 
certain  signs  portend. 

President  Wilson  understands  what  credit  may 
mean  to  the  people.    He  declared  in  1911  : 

''  The  great  monopoly  in  this  country  is  the 
money  monopoly.  So  long  as  that  exists,  our  old 
variety  and  freedom  and  individual  energy  of 
development  are  out  of  the  question.  A  great 
industrial  nation  is  controlled  by  its  system  of  credit. 
Our  system  of  credit  is  concentrated.  The  growth 
of  the  nation,  therefore,  and  all  our  activities  are 
in  the  hands  of  a  few  men,  who,  even  if  their  actions 
be  honest  and  intended  for  the  public  interest,  are 
necessarily  concentrated  upon  the  great  undertak- 
ings in  which  their  own  money  is  involved  and  who, 
necessarily,  by  every  reason  of  their  own  limita- 
tions, chill  and  check  and  destroy  genuine  economic 
freedom.  This  is  the  greatest  question  of  all,  and 
to  this  statesmen  must  address  themselves  with 
an  earnest  determination  to  serve  the  long  future 
and  the  true  liberties  of  men.*' 

The  greatest  question  of  all !  Yet  none  of  our 
statesmen  refer  to  it.  *'  Finance  to  the  Financiers  '' 
they  seem  to  say.  **  It  is  a  thing  which  we  do  not 
understand.'/  Yet  it  is  '*  the  greatest  question  of 
airM  The  Credit  Trust,  not  the  Money  Trust,  the 
Financial  Oligarchy  should  be  called !  It  is  the 
duty  of  statesmen  to  distinguish  between  money 
and  credit^  It  is  the  aim  of  the  financier  to  merge 
the  distinction.     For  whereas  real  money  can  never 
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be  extended  without  serious  consequences  beyond 
its  standard,  being  no  part  of  credit  except  a  measure 
which  must  not  be  tampered  with,  credit  may  be 
extended  to  intelHgent  peoples  commensurately 
with  the  creation  of  well-balanced  capital  by  natural 
forces  and  human  effort. 
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CHAPTER  IV 

KAISERISM   IN   FINANCE 

In  Germany,  the  physical  force  of  the  Constitution, 
represented  by  the  Army  and  the  Navy,  is  under 
the  undivided  control  of  the  Kaiser  :  for  defensive 
purposes  the  control  is  absolute ;  for  offensive 
purposes  the  limitation  is  negligible.  The  political 
machinery  is  also  under  the  control  of  the  Kaiser, 
and  consists  of  two  main  instruments,  the  Bundes- 
rat  and  the  Reichstag.  The  Bundesrat  is  con- 
trolled by  the  Kaiser  by  reason  of  two  facts  :  one 
fact  is — that,  of  the  68  delegations  to  the  Bundes- 
rat, 20  are  appointed  or  nominated  by  him  ; 
seventeen  of  these  by  virtue  of  his  office  i  the 
other  fact  is  that  14  delegates  suffice  to  obtain 
the  rejection  of  any  amendment  which  may  be 
submitted  to  the  assembly.  The  control  is,  there- 
fore, negative,  but  for  that  reason  is  the  more 
unobtrusive  and  secure.  v 

Only  after  proposed  legislation  has  passed  under 

the  refining  influence  of  the  controlled  delegations 

of    the    Bundesrat    does    it    reach   the   Reichstag 

where  the  national  voice  is  supposed  to  debate  it, 

7  97  '^ 
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but  which  is  astutely  organized,  or  disorganized, 
into  parties  and  counterparties,  six  in  number. 
The  Bundesrat  measures  are  framed,  by  its 
moving  spirits,  in  recognition  of  the  balance  of 
parties  in  the  Reichstag,  at  given  times,  and  are 
there  passed  in  diplomatic  order. 

It  is  not  possible  in  normal  times  under  the  British 
Constitution,  as  a  Limited  Monarchy,  to  control  our 
House  of  Commons  as  the  Reichstag  is  controlled; 
but  it  is  easily  possible  for  monied  interests  to  support 
parties,  and  divisions  of  parties,  for  particular 
objects,  having  sometimes  no  apparent  connection 
with  one  another,  but  all  converging  towards  such 
control  as  answers  the  purpose  of  those  who  seek 
it  for  the  promotion  of  commercial  treaties,  com- 
mercial policies  and  the  debating  of  commercial 
propaganda. 

On  the  one  hand,  the  Reichstag  strongly  re- 
sembles our  House  of  Commons  in  capability  of 
being  controlled  by  the  setting  up  of  new  parties, 
or  the  weakening  of  old  ones ;  by  the  splitting  of 
old  parties  into  majority  and  minority  sections ; 
by  bureaucratic  agencies ;  and  by  the  coalition 
of  differing  parties  for  special  objects  upon  which 
they  can  be  brought  to  agreement.  On  the 
other  hand,  though  the  Bundesrat  resembles  our 
House  of  Lords  in  not  being  a  popularly  elected 
body,  but  one  mainly  constituted  by  the  Crown, 
it  is  an  altogether  different  body  in  that  it 
is  powerful  enough  to  initiate  all  legislation  and 


KAISERISM   IN    FINANCE  99 

to  prevent  the  initiation  of  legislation  by  the 
Reichstagi 

These  principles  of  autocratic  control,  the  Ger- 
mans have  applied  to  Trade,  Commerce,  Industry 
and  Finance.  They  have  applied  them,  not  only  in 
Germany  itself,  but  with  the  aid  of  their  Govern- 
ment, in  other  countries  also  ;  believing  that  those 
principles  provide  the  means  whereby  not  only 
one  nation,  but  many  nations,  may  be  controlled. 
The  result  is  a  small  financial  oligarchy  of  which 
the  German  origin  can  be  traced,  in  each  country, 
the  members  of  which  are  bound  together  by 
agreements,  spheres  of  influence,  exchange  of  in- 
terests, voting  trusts,  majority  holdings  of  shares, 
preventive  minority  holdings  of  shares,  monopoly 
of  issues,  charges  on  properties,  rings  for  the  regula- 
tion of  production  and  also  for  the  regulation  of 
prices  in  both  purchases  and  sales ;  and  last  but 
not  least,  control  of  transport. 

The  primary  power  is  derived  from  the  organized 
control  of  funds  which  parallels  the  control  of  the 
Army  and  Navy  and  their  equipment.  The  Reich- 
stag represents  the  cartels  of  key  industries ;  and 
the  Bundesrat,  the  controlling  agencies  of  the 
cartels,  in  purchases,  sales  and  distribution.^  The 
delegations  to  the  Bundesrat  represent  the  Voting 
Trusts  and  kindred  manipulations  of  shares  ;  whilst 
the  Kaiser  represents  the  controllers  of  the  funds 
who  direct  this  vital  nourishment  into,  or  withdraw 
it  from,   any  particular  branch  of  trade.     Every 
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cartel  has  its  own  Reichstag  and  Bundesrat 
within  itself ;  and  all  the  minor  Bundesrats  are 
linked  up  with  the  main  one  by  nominees  or  agree- 
ments. 

By  the  same  devices  the  small  financial  oligarchies 
in  different  countries  are  intertwining,  or  being 
intertwined,  into  one  international  oligarchy  extend- 
ing its  control  over  the  world  ;  bringing  the  peoples 
of  all  countries  into  a  state  of  economic  slavery ; 
the  kind  of  slavery  to  which  the  German  people 
had  been  reduced  when  the  war  began  :  perhaps 
a  congenial  slavery,  because  they  have  fought  hard 
enough  for  it  since  ;  perhaps  a  slavery  only  toler- 
ated under  the  opiate  which  makes  them,  in  imita- 
tion of  their  rulers,  dream  of  dominating  the  rest 
of  mankind  as  rulers  over  all ;  in  keeping  with  that 
fiery  cross  of  the  German  nation  *'  Deutschland 
iiber  Alles  !  " 

Outside  purely  German  domination,  the  most 
notorious  application  of  the  plan  for  world  indus- 
trial control  has  been  made  in  America,  largely 
through  Americans,  but  with  enormous  powers 
reserved  in  German  hands.  The  American  Govern- 
ment fought  against  it  and  lost,  as  it  was  bound  to 
lose ;  any  Government,  though  representative  of 
the  people,  is  powerless  against  world-wide  interests 
until  it  arms  the  people  with  economic  weapons, 
not  mere  votes,  which  convert  them  into  an  effective 
trading  force. 

In  the  light  of  modern  commerce,  any  Govern- 
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ment  which  preserves  to  a  few  a  privilege  which  it 
could  as  a  Government  extend  to  many,  not  only 
mutilates  vitally  its  own  governmental  resources, 
but  gives  the  interests  of  the  many  into  the  hands 
of  the  few,  and  the  power  to  the  few  to  sell  the 
State. 

The  development  of  this  control  of  funds  in 
America  is  well  treated  in  a  book  called  Other 
People's  Money,  written  by  the  present  Chief 
Justice  of  the  Supreme  Court  of  the  United 
States,  Louis  D.  Brandeis.  He  shows  us: 
that  the  issuing  house,  especially  if  a  Banking 
House,  uses  the  funds  and  shares  obtained  to 
acquire  control  of  Banks  and  Trust  Companies, 
and  force  amalgamation  : 

that  the  Issuing  House,  having  acquired  control 
of  Amalgamated  Banks  and  Trust  Companies,  ac- 
quires control  of  Banking  and  Trust  Funds ;  Credits 
of  huge  amounts;  and  of  the  Companies  in  which 
the  funds  of  those  companies  have  been  invested; 
that  this  control  gives  power  to  lend  the  funds  to 
purchasers  of  the  securities  the  controllers  want  to 
issue,  or  to  use  the  funds  for  the  purpose  of  buying 
those  securities  as  investments ;  or  to  call  in  the 
funds  when  lent  upon  securities  of  which  it  is 
desired  to  force  a  sale  ;  so  that,  after  their  value 
has  been  proved,  they  may  be  reacquired  ;  some- 
times under  price,  sometimes  at  high  prices,  for 
purposes  of  control : 
that   Control   of   big   operations  is   arranged,   not 
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merely  by  stockholdings,  voting  trusts  and  inter- 
locking directorates,  but  also  by 

Joint  Transactions, 

Gentlemen's  Agreements  or  treaties, 

and  *' Banking  Ethics,'' 
which    eliminate    competition    among    investment 
bankers  in  certain  grooves  or  for  specific  purposes. 
He  shows: 

that  big  issues  are  made  to  form  separate  railroad 
companies  into  huge  Railway  Systems  i  to  combine 
Public  Service  Companies  like  Tramways,  'Bus 
Companies,  Harbours,  Docks,  and  Electric  under- 
takings ;  and  also  to  combine  great  industrial  con- 
cerns ; 

that  big  enough  control  of  funds  in  Banks,  Trust 
and  Insurance  Companies  renders  the  floating  of 
the  big  issues  certain,  when  exchange  of  shares 
is  impracticable :  a  market  for  the  shares  being 
found  by  concerted  action  amongst  bankers,  cus- 
tomers, stockbrokers,  trust  company  advisers,  and 
investors  who  have  money  and  whose  private  affairs 
are  known  through  the  very  nature  of  banking. 
He  shows: 

that  the  issuing  house,  deaHng  with  bonds,  stock 
and  notes  had  to  encroach  upon  the  function  of  the 
three  other  classes  of  companies  with  which  their 
business  brought  them  into  contact,  or  they  could 
never  have  become  all-powerful ; 
that  it  had  to  become  the 
(i)  Directing  power  in  Railway,  Public  Service  and 
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Industrial  Companies  because  these  were  the  makers 
of  securities  for  providing  big  business  operations  ; 
the 

(2)  Directing  power  in  Life  Insurance  Companies, 
and  other  Reservoirs  of  the  people's  savings, 
because  these  were  the  hig  buyers  of  securities ; 
such  as  Railway  and  other  Debentures  and  shares; 
and  the 

(3)  Directing  power  in  Banks  and  Trust  Companies, 
because  these  were  the  depositories  of  the  quick 
capital  and  credit  of  the  country,  the  life-blood 
of  business,  with  which  they  and  others  carried 
on  their  operations. 

This  is  the  German  gospel  of  control  which  made 
German  fathers  and  sons  leave  the  Fatherland  a 
generation  ago  to  take  up  their  abode  in  many 
lands  as  apostles,  more  of  work  than  of  talk,  that 
they  might  prepare  the  way  for  the  day  when 
Great  Imperial  Forces,  both  military  and  economic, 
as  the  bludgeon  and  the  rapier  behind  the  gospel, 
might  impose  it  openly  upon  all  the  peoples  of  the 
earth. 

The  German  objective  is  economic  power,  not 
that  military  power  which  we  have  set  out  to  over- 
throw with  a  temporary  counter-militarism  ;  and 
with  a  Peter-robbed-to-pay-Paul  Army  far  larger 
than  our  Man-power  and  economic  necessities  per- 
mit for  so  long  a  war;  yet  we  have  so  far  fought 
this  war  as  if  our  enemies'  objective  were  mere 
militarism  :    thus  treating  part  of  their  means  as 
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their  end,  and  failing  to  strike  with  all  our  might 
economically  at  their  real  objective.  We  feel  that 
we  must  regard  their  extensive  armies  as  enemies 
because  they  fire  upon  us,  although  they  conceal 
the  time,  the  place  and  the  method  of  attack  as 
much  as  possible  ;  and  we  have  laughed  at  Bol- 
sheviks for  treating  such  armies  as  friends  ;  yet  we 
fraternize  with  the  small,  but  intensive  economic 
armies,  or  concentrations,  here  and  abroad,  who 
are  the  true  organizing  powers  behind  the  military 
troops,  and  we  regard  them  as  our  indispensable 
helpers  in  our  struggle  for  safety  and  victory ! 
What  reason  will  there  be  for  wonder  if  we  fail — 
and  fail  at  a  price  greater  in  lives  and  treasure  than 
the  price  of  success  ? 

In  every  important  country,  more  or  less  head- 
way has  been  made  with  the  policy  of  obtaining 
power  over  the  people,  and  over  the  Government 
of  the  people,  by  means  of  control  of  funds. 

The  solidarity  of  the  enemy  Powers  is  due  to  it  : 
the  divided  counsels  and  indecisions  of  ourselves 
and  our  Allies,  with  the  enfeeblement  and  collapse 
of  these  Allies  one  after  another,  together  with  our 
failure  to  deal  heavy-handed  economic  blows  in 
the  form  of  an  unqualified  financial  blockade, — all 
these  things  are  due  to  it ;  as  also  is  the  fatal 
economic  error  we  have  been  induced  to  make  in 
regard  to  our  legal  tender  currency,  as  a  consequence 
of  which  we  ourselves  are  producing  the  famine 
in  all  kinds  of  commodities  and  transport  which 
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we  are  making  frantic,  but  futile,  efforts  to 
remedy. 

Under  the  influence  of  an  adverse  exchange  due 
to  a  depreciated  currency  imports  have  to  be  paid 
for  at  prices  which  seem  to  be  abnormally  high,  and 
yet  are.  not  really  so.  If  those  prices  are  not  paid, 
but  prohibited,  and  other  prices  fixed,  supplies  are 
not  only  limited,  but  are  even  stopped,  and,  in 
the  case  of  foodstuffs,  possibly  allowed  to  rot  in 
the  places  of  their  origin ;  finally,  if  that  policy 
is  persisted  in,  producers  go  out  of  business.  When 
the  evils  of  a  depreciated  currency  are  added  to 
a  genuine  economic  scarcity  of  supplies,  and  the 
running  of  a  U-boat  blockade  is  added  to  that, 
the  strain  must  eventually  break  the  strongest 
nation. 

This  aim  to  control  the  world  by  control  of  the 
funds  of  all  nations  has  never  hitherto  been  openly 
countenanced  in  this  country ;  although  every 
great  interest  engaged  in  it  has  been  financially, 
commercially,  socially,  politically  and  diplomatically 
represented  here  :  and  doubtless  is  so  represented 
at  this  very  moment.  London,  as  the  financial 
centre  of  the  world,  was  the  hub  of  their  financial 
activities.  But  though  they  had  control  of  the 
machinery  of  that  centre,  the  very  fact  of  its  being 
the  necessary  centre  gave  our  Government  control 
of  them.  That  control  was  not  ^  exercised  and 
London,  under  our  strange  financial  operations, 
has  ceased  to  be  the  financial  centre.    Sir  Edward 
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Holden  recently  admitted  that.  I  am  not  wise 
after  the  event.  Two  years  ago,  on  April  12th, 
1 91 6,  I  warned  a  leading  statesman  that  a  certain 
public  announcement  meant  a  deliberate  and  power- 
ful movement  to  displace  the  London  Bill ;  but  he 
preferred  to  regard  an  extraordinary  announcement 
as  an  ordinary  effort  to  employ  surplus  funds  ;  and 
now  the  sterling  bill  has  lost  its  magic. 

As  our  gold  coin  was  its  own  guarantee,  so  the 
Bank  Act  of  1844  was  the  legal  guarantee,  and  the 
Issue  Department  of  the  Bank  of  England,  which 
that  act  established,  was  the  actual  guarantee,  to 
traders  throughout  the  world,  that  the  legal  tender 
paper  money  of  this  country  was  equivalent,  or 
almost  equivalent,  to  sterling. 

This  Act  made  the  reputation  and  the  world-wide 
negotiability  of  the  Sterling  Bill. 

It  consequently  gave  London  that  financial 
supremacy  which  Sir  Edward  Holden  explains 
London  now  has  lost.  Sir  Edward  Holden  hopes 
we  may  regain  it,  but  in  the  self-same  speech  he 
advocates  the  repeal  of  the  Act  of  1844,  which 
would  be  equivalent  to  pulling  away  the  foundation 
upon  which  that  supremacy  must  stand. 

By  its  limitation  of  notes  which  are  general 
currency,  this  Act,  more  than  any  other  cause, 
promoted  the  wide  use  of  Bank  cheques  which 
are  a  special  currency  brought  into  being  for 
special  transactions  and  cancelled  when  these  are 
ended, 
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While  the  existence  of  vast  quantities  of  notes 
in  general  circulation  have  in  times  of  unrest  been 
the  effective  cause  of  financial  panics,  the  cheque 
system  not  only  tends  to  prevent  panics,  but 
constitutes  the  effective  means,  if  made  com- 
pulsory, for  /bringing  panics  summarily  to  an  end. 
All  that  is  necessary,  and  what  the  Bank  Act  of 
1844  ensures  is,  that  the  money  named  in  the 
cheque,  and  which  is  the  standard  of  the  cheque, 
shall  be  real  money,  i.e.  gold  coin  or  notes  fully 
based  on  gold,  however  little  of  it  the  country 
may  possess.  The  quantity  held  by  the  country 
may  be  very  small  indeed  if  the  cheque  system  is 
being  applied  to  its  fullest  extent. 

If  a  crisis  arrives  when  more  notes  are  tem- 
porarily required,  the  suspension  of  the  Act  allows 
of  their  issue  ;  but  this  remedy  for  a  crisis  is  not 
available  where  these  notes  are  already  out,  as 
was  the  case  in  Russia. 

That  is  the  one  flaw  in  the  great  Federal  Reserve 
Banking  System  of  the  United  States  which  Sir 
Edward  Holden  praises  so  highly.  The  real  founder 
of  that  system  is  Paul  M.  Warburg,  a  profoundly 
trusted  and  respected  American  citizen  who,  curiously 
enough,  was  born  in  Germany  and  went  to  the 
States  from  Germany  many  years  ago.  It  is  a 
flaw  which  may  lead  to  America's  economic  undoing 
before  many  months  are  over,  notwithstanding 
the  great  stocks  of  gold  in  her  treasuries.  Paul 
Warburg  argued,  soundly  enough,  for  the  issue  of 
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bank  notes  based  upon  commercial  bills,  rather 
than  upon  United  States  Bonds,  i.e.  upon  a  short- 
dated  instead  of  a  long-dated  security.  He  did  not 
argue  it  as  an  improvement  upon  our  gold  basis. 
Read  his  pamphlet,  The  Discount  System  in 
Europe,  published  at  Washington  in  1910,  which 
advocates  a  principle  of  currency,  legal  tender  notes 
based  on  discounted  bills,  discredited  by  our  Bullion 
Report  of  1810,  a  report  to  which  he  makes  no 
reference,  although  it  is  the  standard  English 
document  on  the  question  which  he  treats,  and 
although  it  is  a  report  which  has  not  been  rendered 
obsolete  by  modern  commerce.  It  shows  his  fal- 
lacy to  lie  in  failure  to  distinguish  between  an 
advance  of  capital  or  credit  to  merchants  and  an 
addition  to,  and  consequent  depreciation  of,  the 
mass  of  legal  tender  currency  in  its  capacity  of 
standard  of  value.  The  fallacy  can  be  applied 
with  easily-printed  paper.  Our  gold  coins,  or  real 
money,  were  proof  against  it.  He  won  his  point 
under  cover  of  a  really  great  banking  reform  which 
has  dazzled  even  Sir  Edward  Holden  :  and  now 
where  does  American  currency  stand  ?  Not  only 
can  notes  be  issued  on  a  bill,  as  Paul  Warburg 
states,  '''drawn  for  cotton  while  it  is  being  har- 
vested, or  while  it  is  in  transit  for  Europe,  or  while 
it  is  being  manufactured  into  yarn,  or  while  the 
merchant  who  purchased  the  finished  article  con- 
tinues to  owe  the  manufacturer  therefor,  or  pos- 
sibly even  while  the  finished  article  is  being  shipped 
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back  to  the  same  country  from  which  the  raw 
product  originally  came.'' »  But  the  '*  or  ''  may  be 
changed  to  **  and/'  and  bills  may  be  issued  on 
the  same  cotton  at  every  stage  described ;  and 
then  be  renewed ;  notes  may  be  issued  upon  all 
of  them  and  outstand  at  the  same  time,  upon  the 
same  value  multiplied  as  many  times  as  there  are 
stages  of  bills ;  and  may  remain  outstanding  long 
after  the  values  which  caused  their  issue  have 
been  consumed. 

The  40  per  cent,  of  gold,  or  lawful  money,  to  be 
reserved  against  these  notes  is  small  protection 
against  depreciation,  because  these  notes  them- 
selves, being  legal  tender,  are  a  sample  of  what  is 
classed  as  lawful  money.  Let  the  British  Govern- 
ment beware  of  the  coming  effects  upon  us  of 
that  subtle  malady  with  which  the  American  Cur- 
rency has  so  recently  been  inoculated. 

The  elasticity  given  to  the  currency  by  this 
plan  of  notes  based  on  discounts  was  its  great 
recommendation  ;  but  this  elasticity  cannot  be 
compared  with  the  elasticity  given  to  a  currency 
by  cheques  which  might  expand  and  contract  so 
reciprocally  with  trade  itself  that  the  total  number 
of  cheques  would  exactly  balance  the  total  number 
of  trading  transactions. 

Other  reasons  are  given  why  London  has  fallen 
from  financial  grace  ;  but  the  true  reason  is  that 
through  the  depreciation  of  our  currency,  sterling 
has  ceased  to  be  sterling  ;    and  an  insidious  enemy 

1  See  special  note  p.  216. 
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has  thereby  gained  a  victory,  of  the  natural  effects 
of  which  we  may  take  warning  from  Russia,  which 
could  not  continue  the  war  with  boots  at  £14  a 
pair  and  clothes  at  £30  a  suit. 

But,  as  if  that  were  not  enough,  our  Government 
has  actually  fallen  down  and  worshipped  this  idol 
of  concentration  and  control  of  funds,  and  is 
organizing  the  country  on  German  lines  as  though 
Germany  were  already  our  conqueror  and  had 
ordered  us  to  prepare  for  German  rule.  Great 
strides  in  concentration  in  all  directions  are  being 
swiftly  taken  as  though  the  whisper  had  gone 
round  to  ''  strike  whilst  the  iron  is  hot/'  The 
most  significant  stride  is  in  the  control  of  Banking. 
Owing  to  recent  amalgamations,  the  Boards  of 
five  large  banks  now  control  resources  in  Banking, 
Insurance,  Trust  Companies,  Ships,  Railways,  Steel, 
Coal,  Oil,  etc.,  to  the  nominal  value  of  £3,000,000,000. 
(I  have  the  details  tabulated,  but  it  is  not  proper 
to  pillory  individuals  who  are  no  worse  than  other 
men  and  whose  concerns  are  perhaps  being  driven 
as  spokes  into  an  International  wheel.) 

That  is  one  amazing  effect  of  our  sudden  rush 
openly  upon  the  concentration  poHcy  ;  an  effect 
which  places  in  the  hands  of  a  few  men  substantial 
control  over  the  daily  lives  of  miUions  of  men, 
women,  and  children,  whose  activities  give  pro- 
ductiveness and  maintenance  to  the  resources 
which  are  represented  in  terms  of  money  by  that 
£3,000,000,000.    At   a   yield   of   i    per   cent,   that 
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sum  would  extend  that  control  by  £30,000,000 
per  annum,  and  it  contains  within  itself  all  the 
other  simple  and  resourceful  means  known  to 
Germanic  Finance  for  making  the  concentration 
greater. 

But  this  German  god  is  a  false  god.  We  are 
wrong  to  fall  down  and  worship  it  !  We  worship  it 
by  allowing  strange  powers  to  gravitate  directly 
or  indirectly  into  the  hands  of  German  agents. 
It  is  worshipped  in  the  same  way  in  America, 
France,  Italy,  Russia,  among  all  the  belligerents 
except  perhaps  Japan,  which  thereby  marks  itself 
out  as  the  great  Power  of  the  future  ;  unless  we 
recant  in  time,  whilst  we  may  yet  unbind  ourselves 
from  the  stake  at  which  we  are  burning  ! 

It  is  a  false  god  because  its  panacea,  concentra- 
tion, like  all  human  contrivances,  is  subject  to 
the  law  of  diminishing  returns,  whether  to  those 
who  give  the  power  or  to  those  who  take  it.  As 
devotees  of  it  we  are  in  our  novitiate  and  will  fail 
against  its  High  Priests  if  we  strive  to  overturn 
them  by  their  own  methods. 

We  should  not  accept  the  guidance  of  these  High 
Priests,  however  spiritually  refined  they  may  have 
become,  wherever  they  may  be  found.  Perhaps 
they  are  intellectual  giants  and  lead  most  exemplary 
lives,  but  they  beheve  in  the  German  gospel  and 
that  it  is  good  for  mankind  ! 

The  great  public  defence  of  concentration — and 
a  very  good  defence  it   is,  leaving  out  of   account 
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the  much  greater  private  defence,  control  of  funds, 
on  which  its  defenders  are  so  discreetly  silent — ^is 
that  it  eliminates  the  waste  of  duplication  or  com- 
petition. There  is  no  time  to  go  into  the  question 
of  anti-duplication  in  all  its  bearings  :  but  I  may 
point  out  that  the  ultimate  logical  issue  of  anti- 
duplication  is  one  ruler  of  the  world,  or  Kaiserism 
at  its  goal.  I  shall  deal  only  with  trade  competition. 
Now,  whilst  reasonable  competition  is  a  healthful 
state  of  trade  tending  to  promote  improvement  in 
production  and  to  reduce  prices  to  the  consumer, 
it  is  undoubtedly  true  that  unreasonable  com- 
petition, like  everything  else  that  is  unreasonable, 
is  harmful,  tends  to  impoverish  the  producer,  and 
to  render  supplies  to  the  consumer  both  inferior 
and  precarious.  It  is  therefore  not  only  in  the 
public  interest,  but  in  private  interests  also,  that 
competition  should  be  duly  regulated  for  the 
establishment  of  economic  equilibrium,  and  re- 
stricted in  every  case  where  either  a  new  supply 
would  not  be  established  superior  in  kind  to  that 
which  exists,  or  where  the  supply  which  exists 
has  not  been  proved  to  be  inadequate.  That 
would  be  a  regulation  of  competition  in  line  with 
both  reason  and  justice  :  two  abstract  relations 
which  have  much  in  common. 

It  is,  however,  not  only  unreasonable,  but  unjust 
for  the  Government  to  bring  competition  to  an 
end,  or  even  to  regulate  it,  by  placing  the  control 
of  funds  in  the  hands  of  a  few  men,  so  that  these 
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men  may  have  the  power  to  decide  upon  the  busi- 
nesses that  shall  be  carried  on  in  the  country, 
power  to  nominate  the  persons  who  shall  carry 
them  on,  power  to  decide  the  proportion  of  profits 
which  shall  be  taken  by  way  of  charges,  power  to 
usurp  the  functions  of  government  by  diplomatic 
influence  over  political  machinery,  and  power 
ultimately  to  control  the  Government  itself  in 
both  national  and  international  affairs ;  all  by  the 
simple  expedient  of  directing,  advancing  and  with- 
holding funds. 

To  convert  the  blessings  of  insurance,  invest- 
ment and  banking,  into  means  to  enable  a  few 
men  to  enslave  the  rest  of  the  community  is  to 
convert  blessings  into  curses,  and  nations  into  herds 
of  driven  cattle  which  ultimately  turn,  like  the 
Russians,  upon  their  rulers,  and  commit  the  blind 
follies  of  infuriated  sheep.  When  control  by  con- 
centration is  not  held  in  check  by  special  privileges 
given  to  the  controlled,  it  becomes  the  cause  of 
the  chaos  to  which  it  falls  a  victim.  But  con- 
centration and  its  control  of  funds  is  no  real  remedy 
for  competition  viewed  as  a  whole.  It  may  eliminate 
competition  from  the  fields  of  production,  but  it 
develops  competition  amongst  consumers  to  a 
degree  bordering  on  desperation.  This  is  now 
being  exemplified  daily  in  more  and  more  aggravated 
form.  It  is  a  truism  that  one  evil  begets  another. 
The  depreciation  of  our  legal  tender  currency 
having  more  effectually  than  any  other  cause 
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promoted  shortage,  by  undermining  the  old  standard 
of  prices,  led  to  the  adoption  of  the  policy  of 
concentration  in  the  appointment  of  benevolent 
but  avowed,  controllers.  The  limitations  of  in- 
dividuals were  therefore  added  to  limitation  of 
supplies,  and  the  competition  amongst  consumers 
has  to  be  checked,  if  it  can  be,  by  means  of  police, 
fines  and  imprisonment.  Meanwhile  food  supplies, 
like  supphes  of  other  things,  including  ships,  are 
not  increasing  ! 

The  curse  of  bigness  which  Judge  Brandeis 
eloquently  illustrates,  and  deplores,  is  well  exem- 
plified by  this  phase  of  our  food  policy.  It  was 
regarded  as  a  miracle  for  the  divine  author  of 
Christianity  to  feed  5,000  people  for  one  day  on 
very  short  supplies.  Yet  in  a  universal  crisis  with 
both  a  policy  and  a  U-boat  blockade  which  cannot 
but  promote  scarcity,  we  expect  Lord  Rhondda  in 
Great  Britain,  Mr.  Hoover  in  the  United  States, 
and  Mr.  Hanna  or  his  successor  Mr.  Thompson  in 
Canada,  to  supply  the  daily  needs  of  nearly 
200,000,000  people  for  an  indefinite  period  ! 

The  magnitude  of  the  task,  the  variety  of  its 
phases  and  the  multitude  and  elusiveness  of  its 
springs  of  action,  inaction  and  reaction,  compared 
with  natural  limits  to  human  eftorts,  foredoom  to 
failure  so  colossal  an  enterprise  in  concentration  ! 

On  the  economic  battle-ground  of  high  ambitions 
there  are  many  signs  of  strife.  Against  the  financial 
oligarchy    which    is    establishing    itself    in    every 
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country,  and  linking  up  with  its  like  throughout 
the  world,  upon  the  basis  of  control  of  funds,  and, 
through  that,  control  of  all  means  of  production,  an 
army  is  being  marshalled  in  the  form  of  national 
co-operative  institutions  which  are  becoming  inter- 
nationally associated  for  the  destruction  of  the 
common  enemy  upon  the  basis  of  the  common 
ownership  of  all  means  of  production. 

The  idea  of  a  world-wide  co-operative  alliance 
for  smashing  concentration  originated  in  a  resolu- 
tion put  forward  by  a  Swiss  delegate  at  an  inter- 
national congress  in  Italy  eleven  years  ago. 

This  kind  of  co-operation  in  consumption,  pro- 
duction, distribution,  banking  and  credit,  a  useful 
kind  whilst  its  aims  are  moderate,  is  making  great 
strides  in  every  country.  It  has  many  millions 
of  members  in  this  country  alone  and  owns  millions 
of  pounds'  worth  of  productive  properties  and 
machinery  appertaining  to  transport.  All  over  the 
world  it  is  forming  political  associations  with 
coUectivist  and  sociahst  bodies  and  federations  of 
trade  unions. 

The  International  Co-operative  movement  aims 
at  a  formidable  association  of  masses  of  people 
whose  numbers  will  almost  defy  computation,  and 
the  organization  of  whom  into  an  international 
economic  fighting  force,  should  it  remain  unchecked, 
will  eventually  not  only  smash  the  forces  of  con- 
centration, but  will  also  destroy  for  generations  to 
come  the  great  and  beneficent  principles  of  Credit, 
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which  might  be  made  so  great  a  boon  to  every 
nation,  but  from  the  monopoly  of  which  the  Con- 
centrationists  derive  their  power. 

With  the  forces  of  concentration  in  control  of 
Governments  and  the  forces  of  co-operation  in 
control  of  peoples,  neither  movement  can  be  stopped, 
nor  can  either  movement  be  directly  checked, 
without  industrial  disturbances  of  a  most  disastrous 
type.  Yet  if  we  would  but  listen  to  the  voice 
of  reason,  a  bridge  might  be  built  over  this  difficulty 
— a  bridge  of  compromise. 

These  two  opposing  forces  could  be  reduced 
gradually  in  fighting  strength  and  spirit  by  a  just 
extension  of  the  system  of  credit,  to  include  amongst 
the  manufacturers  of  credit,  not  merely  bankers, 
but  also  those  upon  whose  property  the  credit  so 
manufactured  is  actually,  if  not  admittedly  based. 

Credit  apart  from  that  particular  interpretation 
of  it  which  gives  it  the  meaning  of  confidence ; 
and  thereby  warns  off  inquirers,  by  implying  that 
more  information  would  shake  confidence ;  means, 
in  practice,  much  more  than  confidence.  It  means 
transferable  credits  vaguely  called  "  funds  "  which  are 
spoken  of  and  recorded  on  paper  in  terms  of  money. 
It  has  quantity  and  value  and  time  limits.  Credit 
is  limited  in  exchangeable  value  by  the  true  gold 
value  of  the  legal  tender  currency  in  which  its 
amount  is  stated  ;  its  time  limits  are  long  or  short 
in  accordance  with  the  life  of  the  capital,  whether 
fixed  or  floating,  which  it  represents  and  by  which 
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it  is  technically  said  to  be  secured.  The  capital 
which  exists  to  secure  it  is  exactly  equal  to  the 
maximum  amount  of  the  credit  which  any  nation 
can  claim,  and  to  the  extent  to  which  we  are  reducing 
the  extent  and  varied  character  of  our  machinery 
of  production  and  its  productiveness,  which  are 
only  another  name  for  capital,  we  are  destroying 
our  credit. 

The  amount  of  our  credit  now  in  actual  employ- 
ment consists  of  the  National  Debt  whether  fixed 
or  floating ;  the  Municipal  Debt  ;  mortgages, 
debenture  stock  and  debentures  ;  bank  deposits ; 
bank  notes  and  other  paper  money.  The  total  of 
these  claims  to  money  represents  the  amount  of 
credit  in  actual  use  at  the  present  time,  and  falls 
little  short  of  £12,000,000,000,  upon  which  there 
is  being  earned  as  a  first  charge  upon  industry 
something  like  £600,000,000  per  annum  apart 
from  a  sum  of  something  approaching  £400,000,000 
per  annum  of  government  taxation  and  local  rates 
which  makes  the  annual  first  charge  upon  industry 
approximately  £1,000,000,000. 

Any  Government  which  persists  in  running  away 
from  this  question,  piling  the  burden  higher,  and 
weakening  our  economic  structure,  under  the  advice 
of  any  man,  or  group  of  men,  however  eminent  and 
however  expert,  is  betraying  the  trust  reposed  in 
it  by  the  British  People  whatever  other  interests 
it  may  serve.  It  might  as  well  lay  mines  secretly 
under   the   whole   structure   of   our   Society.     Our 
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financial  policy,  with  its  economic  bearings,  is  the 
greatest  ally  that  Germany  has  had  throughout  this 
war,  and  a  greater  menace  to  the  country  than  the 
German  armies.  It  is  more  like  a  disease  than  a 
policy  ;  a  disease  of  galloping  consumption  :  and 
as  if  to  make  its  fatal  effects  the  more  certain  we 
have  exercised  a  malign  ingenuity  in  placing  arti- 
ficial checks  upon  nearly  all  forms  of  production. 

What  is  the  present  value  of  the  capital  in  this 
country  where  all  true  capital  values  were  artlessly 
reduced  by  statesmen  who  did  not  understand  the 
principles  of  state  credit,  when  the  Death  Duties 
Act  passed  sentence  of  death  on  the  wholesome 
principle  of  security  of  property  under  British 
Law  ? 

In  view  of  that  Act,  £16,000,000,000  is  a  high 
valuation  to  place  upon  the  capital  of  this  country, 
especially  in  its  further  depreciated  state  of  being 
debarred  from  improvement  and  extension,  debarred 
from  proper  repairs  and  renewals,  and,  though  so 
handicapped,  compelled  to  pay  most  arbitrary 
prices  for  often  very  inefficient  labour  and  inferior 
materials. 

That  being  so,  it  will  be  inferred  that  there  is 
not  much  more  sound  credit  to  be  brought  into 
active  service. 

Some  would  place  it  at  £4,000,000,000  ;  others 
might  add  another  £5,000,000,000. 

Still,  whatever  the  balance  may  be,  it  is  being 
rapidly  drawn  upon  in  unproductive  ways,  although 
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to  make  the  most  productive  use  of  it  is  the  only 
way  to  avoid,  and  our  last  chance  of  avoiding, 
economic  collapse  and  social  chaos. 

From  the  nature  of  credit  you  know  what  its 
value  becomes  when  its  capital  basis  has  been 
made  so  valueless  as  not  to  be  worth  working  ;  and 
every  one  knows  that  Capital  ceases  to  be  employed 
in  Industry  when  its  burdens  are  greater  than  it 
can  bear.  Under  our  present  financial  policy  of 
mere  consumption  a  moment  will  soon  come,  and  the 
enemy  knows  it,  when  our  entire  capital  will  sud- 
denly cease  to  be  worth  working,  and  the  bottom 
will  fall  out  of  our  whole  credit  structure.. 

Paper  instruments  of  sound  credit  are  easily 
transferable,  and  therefore  constitute  valuable  media 
of  exchange.  Although  they  are  no  proper  sub- 
stitute for  real  money  as  a  standard  of  value  ex- 
pressed in  prices,  they  are  a  most  satisfactory  and 
desirable  substitute  for  money  as  a  medium  of 
exchange.  In  that  capacity  they  permit  of  count- 
less transactions  which,  without  them,  would  not 
be  practicable. 

But  paper  instruments  of  wwsound  credit  become 
more  or  less  waste  paper  and  place  an  absolute 
veto  upon  transactions  which  they  are  expected  to 
finance.  They  produce  a  business  deadlock.  We 
should  take  warning  from  the  remembrance  that 
unsound  credit  is  that  credit  which  is  based  on 
capital  which  cannot  be  worked  normally  at  a 
profit ;    and  that  that  is  the  kind  of  capital  which 


120  FREEDOM  IN  FINANCE 

the  entire  structure  of  British  credit  will  soon  rest 
upon,  by  reason  of  burdens  derived  from  our  war 
policy  of  consumption  alone. 

We  have  fallen  into  an  enemy's  trap  in  deferring 
a  productive  policy  until  after  the  war.  Those 
who  have  any  power  or  influence  should  use  it 
that  we  may  mend  our  ways  in  time ;  even  if 
the  Army  should  have  to  be  reduced  in  numbers 
as  being  too  large  from  the  point  of  view  of 
economics  for  an  essentially  maritime  Power  of 
only  45,000,000  people  to  support.  We  are  over- 
doing Concentration,  or  Kaiserism  in  the  making 
of  shells  and  soldiers. 

Through  ignoring  the  absolute  necessity  of  a 
reproduction  side  to  our  financial  policy,  not  after 
the  war,  but  all  through  the  war,  we  have  brought 
ourselves  very  near  to  the  state  of  a  man  whose 
signature  one  day  is  taken  for  any  amount,  but 
the  next  day  for  no  amount . 

The  talked-of  levy  upon  capital  to  an  amount 
which  could  even  pretend  to  help  the  situation 
materially,  would  only  take  the  form  of  a  con- 
fiscation of  credit,  part  of  the  £12,000,000,000  of 
credit  to  which  I  have  referred ;  and  what  con- 
fidence could  ever  again  be  placed  in  British  Credit, 
or  in  a  British  Government,  after  that  robbery, 
not  only  of  principal,  but  of  compound  interest 
thereon  for  all  time  ? 

That  levy  was  of  course  mooted  as  for  the  benefit 
of  the  nation,  but  so  regarded  it  would  recall  that 
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phase  of  Kaiserism  in  finance  which  expropriated 
owners  in  Poland  for  the  benefit  of  the  Poles,  Alsace 
for  the  benefit  of  Alsatians,  and  more  recently 
Russian  provinces  for  the  benefit  of  Russians. 
The  financial  elect  who  are  privileged  to  advise  or 
to  coerce  the  Chancellor,  either  directly  or  by  proxy, 
might  support  or  even  propose  the  policy,  but 
they  are  well  able  by  foreknowledge,  not  only  to 
discount  loss,  but  to  derive  much  profit  from  the 
resulting  situation. 

If  a  British  Government  of  the  twentieth  century 
needs  a  homily  on  good  faith,  let  it  read  the  report 
of  the  Treasury  Department  to  the  Senate  of  the 
United  States  made  on  January  9th,  1790,  a  hundred 
and  thirty  years  ago. 

It  might  also  read  that  report  for  the  study  of 
methods  of  keeping  faith  when  a  nation  or  an 
empire  with  much  undeveloped  territory  has  had 
to  postpone  payment  of  its  debt  and  interest 
for  a  period  of  years ;  but  the  need  of  those 
methods  in  our  case,  should  it  arise,  ought  to 
condemn  for  all  time  the  memory  of  the  men  that 
were  responsible. 

Let  us  be  wise  in  time.  For  the  sake  of  our 
present  needs,  our  future  position  and  the  preserva- 
tion of  the  credit  already  employed,  the  remainder 
of  our  credit,  whether  it  be  £4,000,000,000  or  more, 
should  be  handed  over  for  productive  use  at  a 
minimum  of  cost  to  rightful  owners  in  the  practical 
form  of  Banking  Credit  guaranteed  by  th  ^  Govern- 
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ment  for  a  fee  payable  to  the  Treasury,  by  such 
owners,  and  to  be  employed  by  the  Treasury  as  a 
Reserve  for  contingencies  from  which  loans  to 
banks  of  emergency  currency  might  be  issued. 

This  remaining  credit,  untrammelled  by  interest 
tolls,  and  before  it  is  otherwise  squandered,  should 
be  used  productively  to  its  uttermost  fraction  so 
as  to  establish  new,  and  extend  old,  productivities 
or  capital ;  and  to  endow,  as  it  would,  existing 
capital  with  that  genuinely  higher  value  which 
must  follow  upon  its  new  credit  privilege,  and 
which  would  correspondingly  widen  the  narrow 
margin  that  now  exists  between  outstanding  credit 
and  its  capital  basis.  If  the  new  credit  were  used 
in  the  first  instance  to  pay  off  charges  on  existing 
productivities,  it  would  cause  the  transfer  of  those 
credit-charges  from  specific  properties  into  War 
Loan^  and  would  do  so  with  very  little,  if  any 
pressure  or  direction,  but  rather  as  a  natural  trans- 
fer for  the  sake  of  necessary  income.  It  would 
thereby  materially  aid  in  the  further  financing  of 
the  war  ;  and  would  do  so  in  the  truest  sense  of 
economy. 

It  seems  like  a  refinement  of  irony  to  include  an 
economy  campaign  like  ours  in  the  machinery  of 
a  wasting  policy.  But  such  a  campaign  really 
contributes  to  the  wasting  disease.  The  things 
that  people  purchase  are  the  means  by  which  they 
live.  These  things  are  not  merely  food,  clothing 
and  shelter,  but  are  also  the  tools,  materials  and 
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renewals  from  which  they  are  derived.  Therefore 
the  cry  to  *' stop  spending/'  the  restrictions  upon 
spending,  prices  and  taxation  which  preclude 
spending,  while  tools  are  wearing  out  and  materials 
are  running  short,  in  conditions  which  render 
essential  renewals  almost  impossible,  are  destructive 
of  the  life  of  the  nation.  This  is  but  another  phase 
of  the  policy  of  unchecked  consumption,  consump- 
tion of  the  means  to  live  without  compensating 
production,  which  here,  as  in  finance,  threatens  to 
lay  the  nation  prostrate  with  its  powerful  enemies 
unbeaten.  Such  economy  is  false  economy.  It 
adds  to  the  piquancy  of  that  campaign  that  it  is 
masterfully  conducted  by  a  representative  of  inter- 
national finance. 

In  carrying  out  the  change  to  a  productive  policy, 
collateral  steps  would  have  to  be  taken  to  restore 
soundness  to  our  legal  tender  policy.  It  can  be 
done,  if  interested  objectors  are  boldly  brushed 
aside  without  the  ceremony  and  the  sycophancy 
that  are  ruining  us.  My  views  on  that  are  before 
the  proper  authorities,  who,  however,  are  slow  to 
act  notwithstanding  the  stern  logic  of  the  grave 
situation  which  other  methods  have  produced. 

Sir  Edward  Holden,  in  speaking  of  credit,  has 
declared  that  Bankers  are  manufacturers  of  credit. 
They  manufacture  it  for  themselves  so  that  they 
may  lend  it  on  paper  securities  which  are  themselves 
only  credit.  That  is  the  machinery  of  banking 
which  the  Government  may  use  by  placing  credit 
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at  the  disposal  of  the  owners  of  productive  pro- 
perties :  the  machinery  whereby  these  owners 
may  convert,  into  the  practical  form  of  banking 
credit,  the  credit  to  which  ownership  of  those 
properties  would  entitle  them  under  my  proposed 
Industrial  Loans  Bill,  into  which  the  credit 
proposals  to  which  I  am  referring  have  been 
drafted  by  a  skilled   Parliamentary  draughtsman. 

(See  pp.  I9-37-) 

It  has  been  said  that  the  laws  securing  to  every 
man  a  property  in  the  produce  of  his  labour  are 
universal  in  well-ordered  societies. 

No  doubt  that  is  a  sentiment  which  has  been 
often  and  eloquently  expressed,  and  one  which 
has  been  carried  into  practice.  But  it  does  not  go 
far  enough  :  '*  a  "  property  is  not  ''  the ''  pro- 
perty ;  it  is  as  different  as  is  the  part  from  the 
whole.  What  is  necessary  is  to  secure  to  every 
man  the  whole  property  in  the  produce  of 
his  labour.  Produce  of  his  labour  should  mean 
the  exchangeable  value  which  he  adds  to  the 
exchangeable  value  of  the  materials  which  he 
manipulates. 

//,  however,  a  machine  adds  the  main  part  of  that 
increased  exchangeable  value ,  the  main  part  of  the 
produce  is  the  produce  of  the  machine  and  the  property 
in  that  part  of  the  produce  should  be  secured  to  the 
machine  or  its  legal  owner. 

The  property  in  the  remaining  part  of  the  produce 
alone    should,    quite   rightly,    be    secured    to    the 
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labourer.  But  also  it  should  be  possible  to  the 
labourer  ultimately  to  own  a  machine. 

At  present,  however,  even  if  the  machine  were 
his,  the  whole  property,  in  the  produce  of  it,  would 
not  be  secured  to  him  :  the  whole  property  in  the 
produce  of  productive  concerns  is  never  secured 
to  owners  of  those  concerns  as  such. 

For  amongst  the  produce  of  productive  concerns 
is  the  credit  which  can  be  based  upon  them  as 
the  security  for  the  ultimate  redemption  of  that 
credit. 

Credit  is  based  upon  them  and  is  actually  em- 
ployed in  trade.  It  is  based  upon  them  by  manu- 
facturers of  credit  under  the  system  of  finance 
now  in  vogue.  If  their  owners  desire  the  use  of 
any  part  of  that  credit,  they  have  to  pay  hand- 
somely for  it  in  the  form  of  interest,  to  say  nothing 
of  commissions,  expenses  and  concessions.  My 
contention  is  that  the  whole  property  in  that  Credit 
which  is  based  upon  their  undertakings  should  be 
secured  to  them  :  it  is  properly  theirs,  as  part  of 
the  produce  of  their  productive  concerns.  They 
should  not  be  charged  interest  for  it.  That  they 
are  charged  interest  for  the  use  of  what  is  in  fact 
their  own  is  highly  detrimental  to  the  productiveness 
of  the  country.  I  make  no  attack  upon  interest 
as  such.  It  is  a  proper  charge  in  its  proper  place. 
But  here  it  allows  a  most  improper  tax  to  be  im- 
posed upon  one  section  of  the  community  by 
another  ;     and  it   provides  the   actual   instrument 
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by  means  of  which  not  the  least  deserving,  intelHgent 
and  valuable  section  of  the  nation  is  being  forced 
into  economic  servitude  by  a  comparatively  few 
persons  whose  interests,  never  strictly  British,  are 
becoming  increasingly  international.  That  these 
particular  portions  of  British  Credit  should  be 
placed  by  the  Government  at  the  disposal  of  their 
rightful  owners,  free  of  interest,  and  without  any 
charge,  beyond  that  of  maintenance  of  the  necessary 
machinery,  including  a  general  reserve,  is  an  absolute 
essential  to  the  just  application  of  the  principle 
that  to  every  man  should  be  secured  the  whole 
property  in  the  produce  of  his  labour. 

Those  who  do  not  understand  credit,  and  the 
necessity  for  its  having  a  solid  basis  of  already 
created  capital,  twit  me  with  applying  the  principle 
**  to  him  that  hath  shall  be  given.''  My  reply  is 
that  nothing  is  given  except  the  right  to  use  as  his 
own  that  which  already  is  his  own  ;  and  in  exchange 
for  that  right  a  condition  is  required  that  he  shall 
restrict  that  use  to  productive  purposes  in  order 
that  the  fund  so  used  shall  increase  the  capital  or 
productiveness  of  the  country. 

Where  credit  is  asked  not  upon  a  productive 
property  but  for  the  purpose  of  acquiring  one,  it  is 
obviously  credit  which  is  being  truly  borrowed  and 
upon  which  the  current  rate  of  interest  should 
properly  be  paid.  There  is  no  credit  available  for 
ownership  in  respect  of  property  which  is  intended 
to   be  created,   but   is   not    already   created,    and 
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which  may  never  materiaHze  owing  to  the  death  or 
failure  of  its  would-be  producer. 

However,  the  small  man  who  is  not  in  possession 
of,  but  who  desires  to  possess,  productive  property, 
should  be  helped  and  he  could  be.  If  he  is  a  de- 
positor in  the  Post  Office  Savings  Bank  he  should 
be  helped  by  reason  of  that  fact  alone.  The  funds 
of  the  Post  Office  Savings  Bank,  the  people's 
savings,  have  not  been  used  hitherto  for  the  benefit 
productively  of  the  depositors,  the  wage-earner, 
the  small  trader  and  his  family,  but  rather  as 
funds  for  the  maintenance  of  the  market  price  of 
stock  exchange  securities.  If  the  Post  Office 
Savings  Bank  could  not  for  valid  reasons  be  recon- 
stituted as  a  gigantic  credit  union  in  itself,  25  per 
cent,  of  the  funds,  and  later  a  third  of  them,  at 
least,  should  be  employed  in  the  forms  of  loans 
at  interest  to  reputable  depositors  :  in  any  loan 
the  amount  should  not  exceed  double  the  deposit 
of  the  borrower,  but  the  borrower  might  be  one 
depositor,  or  a  number  of  depositors  joined  together 
in  a  special  Credit  Union,  for  the  promotion  of  an 
approved  joint  enterprise.  In  each  case  the  ap- 
proved property  which  would  be  acquired  might 
constitute  the  security  on  the  margin  of  the  loan 
uncovered  by  the  deposit.  The  people's  funds  as 
represented  by  the  Post  Office  deposits  could  be 
used  in  this  way  both  largely  and  safely  for  the 
benefit  of  the  people.  However,  apart  from  that, 
and  reverting  to  the  distribution  of  the  ownership 
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of  credit,  the  introduction  of  this  new  policy  into 
our  Credit  System,  bringing  its  endowment  of 
productive  properties  with  credit  right,  would 
greatly  expedite  the  development  of  the  industries 
and  productiveness  of  the  country  ;  that  is  admitted 
in  the  very  argument  of  an  influential  opponent 
that  it  would  cause  inflation.  But  in  ascribing 
inflation  to  that  kind  of  development  he  proves 
himself  to  misconceive  inflation. 

Capital  cannot  be  inflated.  Its  chief  danger  lies 
in  being  badly  balanced  in  the  variety,  the  dimen- 
sions and  the  arrangement  of  its  concrete  form  ; 
for  example  in  too  many,  or  too  few,  railways,  in 
relation  to  transport  and  stationary  requirements ; 
too  few  ships  and  too  much  military  equipment, 
in  relation  to  other  imperative  needs ;  and  so 
forth.  In  other  words,  Capital  may  be  dangerously 
out  of  economic  equilibrium.  It  may  also  be 
over-balanced,  in  decay,  and  otherwise  in  process 
of  destruction  ;    but  it  cannot  be  inflated. 

However,  there  may  be  inflation  in  both  legal 
tender  paper  and  credit  which  is  not  legal  tender. 

Inflation  of  paper  legal  tender  currency  is  mea- 
sured by  the  true  market  price  in  that  paper 
currency  of  standard  gold,  as  compared  with  the 
mint  price  in  standard  gold  coin.  The  currency  is 
depreciated  to  the  extent  of  the  premium  on  gold, 
i.e,  the  difference  in  the  market  price,  over  the 
mint  price,  and  the  prices  of  all  purchases  in  that 
currency    are    correspondingly    raised.     The    true 
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market  price  of  gold  in  our  paper  currency,  although 
the  dealings  have  to  be  secret,  is  at  least  £5  15s.  per 
ounce  as  compared  with  a  mint  price  of  £3  17s.  lo^d. 
The  difference  measures  price  inflation  and  currency 
depreciation. 

The  sum  of  ;^28, 500,000  of  gold,  behind  our  treasury 
notes,  is  so  estimated  at  the  mint  price  of  gold ; 
but  its  market  price  in  our  paper  currency,  without 
legal  interference,  is  about  £43,000,000.  Even 
£43,000,000  of  treasury  notes  would  therefore  be 
an  inflation  of  the  legal  tender  currency  by 
£15,000,000  ;  yet  not  43,000,000  but  247,000,000 
have  been  issued — an  inflation  of  £218,500,000  ; 
or  an  over-inflation,  that  is  a  dangerous  inflation, 
of  £203,500,000.  There  is  further  inflation  in 
certain  notes  not  formerly  legal  tender  which  have 
been  made  so. 

Inflation  of  credit  is  of  two  kinds:  the  first  is 
measured  by  a  proportion  of  the  volume  of  trans- 
actions in  the  inflated  prices  of  a  depreciated 
currency ;  the  second  is  measured  by  the  total 
amount  of  the  credit  outstanding  above  the  gold 
Value  of  the  capital  on  which  that  credit  is  secured. 

My  scheme  of  credit  right  not  only  leads  to 
no  inflation,  but  provides  against  existing  inflation 
by  reversion  to  sound  legal  tender  currency  and 
by  the  application  of  the  manufactured  credit  to 
productive  purposes,  which  are  to  be  equivalent 
to  itself ;  are  to  create  an  uncharged  addition  to 
our  national  resources  ;  are  to  be  varied  in  character 
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and  proportioned  in  quantity  in  observance  of 
economic  equilibrium  ;  and  will  so  broaden  the  basis 
of  taxation  as  to  make  the  burden  lighter  for  all. 

This  principle,  extended  to  overseas  dominions, 
as  it  might  be  by  corresponding  legislation  there, 
and  by  Orders  in  Council  here,  would  develop  the 
British  Empire  more  rapidly  than  would  any 
other  device :  every  square  mile  of  that  vast 
territory  would  ultimately  be  developed,  and  the 
people  occupying  it  firmly  united  in  the  common 
need  and  desire  to  protect  and  maintain  so  valuable 
and  personal  a  factor  in  their  imperial  relationship 
as  British  Credit  then  would  be. 

Had  it  been  so  applied  when  suggested  by  me  im- 
mediately on  the  outbreak  of  war,  our  position  to-day 
would  have  been  immeasurably  superior  to  what  it  is. 

In  my  belief  it  is  now  the  only  way  by  which 
we  can  avert  economic  collapse  or  a  peace  in 
which  merchandizing,  manufacture,  agriculture, 
carrying  trade,  banking,  finance  and  labour  will 
be  placed  under  German  control,  not  perhaps  in 
name,  but  certainly  in  fact. 

If  it  be  applied  in  time,  then,  in  creating  a  new 
and  vigorous  intermediate  class,  it  will  provide  the 
necessary  compromise  between  those  gigantic  forces 
of  concentration  on  the  one  hand,  and  international 
co-operation  on  the  other,  which  are  arming  to  the 
teeth  for  industrial  warfare  on  a  scale  which  the 
world  has  never  yet  seen,  the  weapon  of  the  one 
being  the  pitiless  transfer  of  whole  industries  from 
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one  country  to  another  <;  the  weapon  of  the  other, 
the  equally  pitiless  sectional  and  general  strike 
maintained  out  of  common  funds  equivalent  to 
national  revenues.  Between  the  concentrationists 
who  would  Kaiserize  finance  in  the  hands  of  a  few 
in  their  own  behalf,  gratifying  an  unbridled  lust 
of  power,  and  the  co-operatists  who  would  also 
Kaiserize  finance  in  the  hands  of  a  few  not  in  their 
own  behalf  but  as  officers  of  a  community  in  which 
individual  progress  would  be  an  offence,  there 
would  arise  the  inventive,  intelligent,  progressive 
individualist  to  seize  the  opportunity  provided  for 
him  by  the  law  of  the  country,  entitling  him  to  funds 
which  would  be  standardized  by  successful,  produc- 
tive efforts  in  a  properly  regulated,  well-balanced, 
agricultural,  industrial  and  commercial  State. 

Finally,  if  it  be  not  applied,  if  the  concentra- 
tionists hold  fast  to  their  monopoly  of  credit,  and 
oppose  its  free  extension  to  rightful  owners,  then  the 
clash  between  them  and  the  co-operatists  will  destroy 
credit,  and  in  destroying  that  will  destroy  them. 

N.B. — There  is  no  statement  in  this  address,  how- 
ever unrestrained  it  may  seem,  that  is  not  abund- 
antly justified  in  a  Document  issued  by  the  National 
Monetary  Commission  of  the  United  States  Senate 
in  191 1,  which  extends  to  1042  pages  and  is  entitled  : 
The  German  Great  Banks  and  their  Concentration 
in  connection  with  the  Economic  Development  of 
Germany, 
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CHAPTER   V 

MR.  STOLL'S  evidence  BEFORE  THE  BANKING  AMAL- 
GAMATIONS COMMITTEE  AT  THE  HOUSE  OF  LORDS 
IN  COMMITTEE  ROOM   '*  A  '*   ON  APRIL  8tH,   I918 

The  Committee  comprised  : 

Lord  Colwyn  (Chairman) . 

Lord  Cunliffe,  G.B.E. 

Hon.  Rupert  Beckett. 

Hon.  Herbert  Gibbs. 

Sir  Arthur  Haworth,  Bt. 

Sir  Richard  V.  Vassar-Smith,  Bt. 

Sir  John  Purcell,  K.C.B. 

Captain  H.  Keswick,  M.P. 

Mr.  E.  Manville. 

Mr.  H.  McGowan. 

Mr.  John  Rae. 

Mr.  Douglas  Vickers. 

The  terms  of  reference  were  c 

*'  To  consider  and  report  to  what  extent,  if  at  all, 
amalgamations  between  banks  may  affect  pre- 
judicially the  interests  of  the  industrial  and  mercan- 
tile community,  and  whether  it  is  desirable  that 
legislation  should  be  introduced  to  prohibit  such 
amalgamations  or  to  provide  safeguards  under  which 
they  might  continue  to  be  permitted/' 

»35 
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The  Chairman.  It  is  somewhat  out  of  the  ordinary 
line,  but  the  Committee  thought  that  perhaps  you  could 
throw  some  light  from  the  other  side  on  the  very  important 
matter  that  has  been  referred  to  them.  You  know  our 
terms  of  reference,  do  you  not  ? 

A,  Yes. 

Q.  Would  you  like  to  read  your  statement  first,  and 
then  to  answer  any  questions  that  may  be  asked  you 
afterwards  ? 

A.  Yes. 


Mr.  Chairman  and  Gentlemen, 

Industry  and  merchandizing  consist  of  exchanges 
of  goods  and  services  carried  on  through  a  medium 
of  exchange.  This  is  partly  money,  but  in  the 
main  is  banking  credit,  which  is  circulated  by 
means  of  transfers  in  the  form  of  cheques  and 
other  credit  instruments. 

To  such  an  extent  does  banking  credit  pre- 
dominate over  money  that  the  most  alarming 
assumption  seems  to  have  taken  firm  hold  of  the 
banking  and  business  mind,  that  credit  is  itself 
money,  provided  that  the  Government  force  it 
into  circulation  by  law  as  legal  tender. 

Without  banking  credit,  industry  and  merchandiz- 
ing would  be  limited  in  volume,  number  and 
speed  of  transactions,  at  any  given  time,  to  an 
extent  which  would  render  the  day-to-day  support 
of  populous  centres  wholly  impracticable. 

Banks,  therefore,   as  the  machinery  of  banking 
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credit,  are  essential,  and  coincidentally  beneficial, 
to  industry  and  merchandizing.  As  the  greater 
includes  the  less,  amalgamations  between  banks, 
in  so  far  as  they  do  not  limit  the  use,  or  increase 
the  cost,  of  banking  credit,  can  do  no  harm  to 
either  industry  or  merchandizing. 

As  to  whether  they  can  prejudicially  affect  the 
industrial  and  merchandizing  community  depends 
entirely  upon  what  is  meant  by  ''  industrial  and 
merchandizing  community  .'* 

If  this  is  limited  to  the  section  of  traders  which 
the  banks  elect  to  serve  and  support,  the  banks,  or 
amalgamations  between  banks,  cannot  be  said  to 
prejudicially  affect  it. 

On  the  whole,  this  section  has  reason  to  be  well 
satisfied  with  its  treatment .:  for  sometimes,  in  a 
fusion  of  interests,  the  banker  is  even  ready  to 
become  the  genie,  or  slave,  of  the  ring. 

It  is  the  section  of  the  industrial  and  mercantile 
community  that  is  not  so  supported  which  has 
reason  to  be  dissatisfied.  The  more  separate  and 
numerous  the  independent  banking  centres  of 
appeal  that  there  are,  the  more  opportunities  there 
are  open  to  this  section  of  the  community  for  a 
sympathetic  hearing  of  proposals  for  drafts  upon 
banking  credit. 

But  the  fewer  the  independent  centres  of  appeal, 
a  condition  which  the  greater  concentration  of 
banking,  if  not  counteracted,  must  inevitably  pro- 
duce, the  fewer  the  opportunities  that  are  open  to 
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this  section  of  that  community  :  which,  as  a  con- 
sequence, must  become  naturally  selected  for 
extinction,  either  through  repression,  or  absorption, 
by  large  industrial  and  mercantile  aggregations, 
whose  large-scale  business  better  corresponds  to 
both  the  resources  and  the  convenience  of  con- 
centrated banking  authority  such  as  must  follow 
upon  amalgamations  between  banks. 

A  section  starved  out,  or  reduced  to  servitude, 
has  been  obviously  affected  prejudicially.  That 
was  admitted  before  the  Pujo  Committee,  but  the 
contention  was  put  forward  that  the  interests  of 
the  general  public  were  benefited  thereby  :  because, 
on  the  one  hand,  duplication  was  avoided  in 
several  areas  being  treated  as  one  and  served  by 
one  organization,  instead  of  several,  which  was 
held  to  be  both  more  economical  and  efficient  as 
pubhc  service  ;  and,  on  the  other  hand,  the  destruc- 
tiveness  of  needless  competition  was  avoided,  which 
benefited  the  public  materially  in  a  general  sense, 
if  not  particularly  as  consumers. 

There  is  much  to  be  said  in  favour  of  those 
arguments^;  but  there  is  a  greater  menace  to  the 
public,  or  almost  any  section  of  it,  than  either 
duplication  or  competition,  involved  in  concen- 
tration of  banking  control.  That  menace  consists 
not  only  of  the  control  of  banking  credit,  but  of 
the  control  of  all  funds  and  by  consequence  of  all 
operations  in  industry  and  merchandizing,  as  the 
logical  outcome  of  banking  concentration, 
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The  funds  of  all  large  undertakings  pass  through 
banking  accounts.  Large  amounts  of  these  funds 
are  made  available  there  for  more  or  less  lengthy 
periods  of  employment.  The  funds  of  Insurance 
Companies,  Trust  Companies,  and  Public  Service 
Companies,  may  lie  at  the  direction  of  bankers  for 
indefinite  periods ;  and  if  the  bankers,  either 
directly  or  through  nominees,  have  sufficient  in- 
fluence on  the  boards  of  such  companies,  then  the 
utilization  of  those  funds  by  the  bankers  lies 
within  their  own  discretion.  They  prefer  to  use 
them  in  order  to  encourage  industry.  But  so  that 
the  funds  so  used  may  be  safe,  they  employ  them 
in  the  furtherance  of  industries  which  are  key  indus- 
tries, or  fundamental  to  many  others,  and  in 
special  undertakings  of  this  nature  upon  which 
they  may  keep  a  watchful  eye ;  to  which  end  they 
employ  the  funds  to  facilitate  the  operations  of 
big  industrial  concerns  for  which  they  may  nominate 
directors,  or  which  are  controlled  by  companies 
on  which  they  are  already  represented,  or  in  which 
bank  directors  or  their  nominees  have  acquired 
or  may  acquire  a  controlling  interest. 

Bankers  so  involved  are  in  a  position,  as  Industrial 
Magnates,  to  create  and  sell  securities ;  as  directors 
of  Insurance  and  kindred  companies,  to  buy  those 
securities  for  investment^;  and,  as  bankers,  to 
lend  money  on  those  securities  in  order  to  facilitate 
temporary  or  permanent  purchases. 

The  quick  funds  or  credits  of  the  general  trading 
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community,  a  proportion  of  which  is  paid  into  and 
out  of  the  banks  day  by  day,  are  used  as  overdrafts 
and  in  discounting  credit  documents  of  short  date 
employed  in  trade  and  commerce,  which  to  a  large 
extent  are  rightly  supposed  to  represent  goods  in 
transit,  in  store  or  in  process  of  manufacture. 

Concentration  of  banking  authority  in  the  hands 
of  a  few  individuals  could  nullify  the  value  of  the 
paper  of  any  set  of  traders  and  gradually  put  those 
persons  out  of  business.  Competitors  in  a  branch 
of  business  in  which  banking  institutions  and  their 
associates  are  largely  interested  are  naturally  people 
whose  merits  as  applicants  for  financial  facilities 
do  not  appear  in  a  favourable  light.  However,  on 
the  principle  that  unity  is  strength,  amalgamations 
between  banks  may  give  strength ;  and  British 
Banking  can  never  be  made  too  strong.  Still,  if  it 
be  given  the  strength  of  a  giant,  it  ought  not  to 
be  free  to  use  it,  except  as  a  giant  whose  beneficence 
would  extend  to  the  whole  of  that  industrial  and 
mercantile  community,  which  is  practicable,  as 
well  as  actual,  whether  judged  in  relation  to  extent 
or  variety. 

Legislation,  therefore,  should  be  introduced  to 
provide  safeguards  if  amalgamations  between  banks 
continue  to  be  permitted. 

The  character  of  this  legislation  must  relate  to 
the  control  of  Banking  Credit,  because  that  is  the 
seat  of  power.  Sir  Edward  Holden  has  stated  that 
bankers    are    manufacturers    of    credit.     If    other 


BANK    AMALGAMATIONS  141 

people  also  were  permitted  to  be  manufacturers  of 
it,  this  would  act  as  the  necessary  corrective. 

If  the  credit  so  manufactured  were  to  be  so 
constituted  as  to  require  the  approval  and  the 
guarantee  of  the  Treasury,  the  Treasury  itself 
would,  in  effect,  divide  the  right  to  manufacture 
credit  between  itself  and  the  bankers. 

If  the  machinery  of  banks  may  be  used  for  the 
manufacture  of  credit  by  bankers  on  their  own 
account,  it  is  reasonable  to  propose  that  it  shall 
be  used  also  for  the  manufacture  of  credit  by  the 
Treasury  ;  because  the  credit  manufactured  by 
bankers  is  always  dependent  on  the  Treasury 
through  the  Government,  or  on  the  Government 
through  the  Treasur}^  for  means  of  redemption,  or 
prevention  of  redemption,  whenever  a  crisis  occurs. 
The  credit  manufactured  by  bankers  is  largely 
based  on  paper  securities,  which  are  themselves 
merely  credit  based  on  concrete  capital  values. 

The  credit  proposed  to  be  manufactured  by  the 
Treasury  could  be  directly  based  on  concrete  capital 
values,  to  which  the  right  to  the  credit  would  be 
extended  by  law. 

Concrete  capital  values  workable  at  a  profit 
being  the  basis  of  all  sound  credit,  this  credit  in 
being  so  based  would  be  essentially  sound.  As  it 
would  be  based  upon  the  specific  concrete  capital 
values  of  certain  owners  it  would  be  the  rightful 
property  of  those  owners,  who  should  not  therefore 
be  required  to  pay  interest  for  it ;    interest  is  not 
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properly  chargeable  for  the  use  by  an  owner  himself 
of  that  which  he  owns^  But  these  owners  should 
pay  proper  bank  charges  for  the  keeping  of  their 
accounts  ;  and  also  pay  the  Treasury  a  capital  charge 
(a  single,  not  an  annual  payment)  of  5  per  cent,  on 
the  credit  as  a  fee  for  the  guarantee.  The  Treasury 
could  accumulate  these  fees  in  a  Reserve  which 
would  ultimately  become  large  enough  to  support  the 
banking  system  of  the  country  in  the  gravest  crisis. 

The  endowment  of  concrete  capital  values,  or, 
in  other  words,  productive  properties,  with  credit 
right  would  immediately  enhance  those  values, 
and  increase  the  margin  between  the  nominal  value 
of  the  enormous  volume  of  credit  at  present  out- 
standing, in  various  forms  of  paper,  and  of  the 
concrete  capital  values  of  the  country  on  which 
is  based  the  whole  of  the  country's  credit,  con- 
sisting of  that  already  used  and  the  comparatively 
little  that  remains  to  be  used. 

The  endowment  of  productive  properties  with 
credit  right  would  increase  the  desire  for  such 
properties  in  this  country,  and  eagerness  to  establish 
or  to  acquire  them  would  result. 

They  would  attain  to  a  degree  of  exchange- 
ability or  saleableness  which  they  do  not  now 
possess;  by  reason  of  which  they  are  practically 
banned  as  a  banking  security. 

New  productive  properties,  as  they  were  estab- 
lished and  gave  proof  of  their  value  and  produc- 
tivity, would  also  become  eligible  for  credit  right. 
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In  exchange  for  credit  right  an  undertaking 
would  have  to  be  given  that  the  credit  would  be 
used  for  a  productive  purpose,  such  as  the  establish- 
ment of  a  productive  concern  or  the  removal  of  a 
charge  upon  a  productive  concern. 

In  order  that  the  credit  so  brought  into  being 
might  not  throw  the  economics  of  the  country  out 
of  equilibrium  by  causing  over-production  in  one 
direction,  under-production  in  another  and  no 
production  in  a  third,  an  advisory  Board  would 
guide  the  Treasury  as  to  the  purposes  for  which 
credit  might  be  sanctioned  at  a  given  time ;  and 
as  some  channels  were  closed,  others  would  be 
opened  by  the  inventiveness  of  a  people  amongst 
whom  freedom  of  development  had  been  so  promoted, 
and  who  would  rise  to  their  opportunities  with  this 
provision  of  the  means.  Labour  would  be  ren- 
dered scarce  and  valuable  by  the  more  and  more 
varied  demands  which  would  be  made  upon  it. 
This  would  solve  labour  troubles  and  promote 
increase  of  machine  power  in  relation  to  man- 
power in  ways  which  would  render  high  wages 
compatible  with  low  costs  of  production.  The 
multiplication  of  commercial  transactions  would 
multiply  the  commercial  business  of  banks.  It 
is  not  proposed  that  the  products  of  productive 
property  shall  be  a  basis  of  credit  right,  but  only 
the  productive  property  itself.  The  products  would 
be  the  source  from  which  the  credit  would  be 
redeemed  by  annual  instalments  over  a  period  of 
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years.  That  would  be  the  relation  of  the  products 
to  the  credit.  Their  relation  to  commerce  and 
banking  would  be  the  ordinary  one  which  gives 
rise  to  overdrafts,  bills,  drafts,  cheques,  etc.,  the 
number  of  which  would  multiply  in  correspondence 
with  the  great  increase  in  the  volume  and  variety 
of  production. 

It  is  idle  to  contend  that  there  is  nothing  serious 
to  fear  from  the  amalgamations  between  banks. 
This  concentration  of  funds,  which  threatens  to 
produce  a  ''  corner  "  in  industry  and  merchandizing, 
contains  on  the  positive  side  an  inherent  tendency 
to  the  abuse  of  power,  and,  on  the  negative  side, 
the  incapacity  of  prime  movers  too  limited  in 
number  to  deal  with  the  legitimate  industrial  and 
merchandizing  claims  of  the  vast  number  of  free 
and  intelligent  individuals  contained  in  a  great 
and  growing  nation. 

On  the  positive  side,  inventions  supported  and 
adopted  with  the  best  intentions,  rapidly,  on  a 
great  scale,  consonant  with  all  the  resources  and 
powers  of  concentrated  control,  become  an  impas- 
sable barrier  to  further  improvement.  They  cause 
the  next  investor,  with  an  improvement  to  exploit,  to 
be  regarded  as  coming  like  a  thief  in  the  night  to  steal 
vested  treasures.  That  man  is  either  ruthlessly 
repressed,  or  bought  out,  and  his  invention  scrapped. 

On  the  negative  side,  the  vast  interests  to  be 
watched  compel  reliance  upon  trusted  persons  until 
these  persons  have  become  crystallized  in  their  beHef 
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in  obsolete  ideas  and  methods  maintained  against 
the  tide  of  progress  by  invincible  inertia  alone.  The 
progressive  man  who  enters  the  sanctum  of  a  proud 
official  in  order  to  tell  him  in  effect  that  his  ideas 
are  out  of  date  has  short  shrift.  The  history  of 
the  Bell  telephone  and  other  inventions  held  up  for 
years  may  be  examined  for  instances  of  the  abuse 
and  defects  of  concentrated  control. 

The  four  great  German  Banks  under  the  pro- 
tection of  and  practically  in  partnership  with,  the 
German  Government,  so  control  and  direct  industry 
that  work  which  favours  the  ends  of  the  controllers 
provides  the  only  means  whereby  the  German 
population  may  live,  and  keeps  that  population  in 
shackles  more  complete  than  was  serfdom  in  Eng- 
land in  the  days  of  Feudalism.  It  is  through  this 
that  the  German  controllers  learned  long  ago  that 
where  only  German  work  can  be  paid  for,  only 
German  work  will  be  done  ;  whether  in  the  making 
of  steel,  of  dyes,  or  of  plans  for  economic  world- 
power  which  may  be  expedited  by  blood  and  iron 
if,  through  long  periods  of  perfecting  them,  arch- 
plotters  are  growing  old ;  and  the  German  con- 
trollers of  Banking  have  seen  to  it,  both  before 
and  since  this  war  began,  that  this  principle  has 
been  applied  through  the  establishment  of  banking 
connections  over  the  widest  possible  territory,  no 
matter  whose. 

Modern  German  Banking  in  other  countries 
remains  German  ;  it  does  not  become  cosmopoUtan. 
10 
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Germans  impregnated  American  bankers  with  the 
idea  of  control. 

The  .  .  .  interests  in  the  United  States  are  cited  in 
the  report  of  the  Pujo  Committee  as  representing 
in  concentrated  form  the  control  over  resources 
amounting  in  terms  of  money  to  £4,400,000,000. 
If  the  figures  relating  to  the  German  Banks  and 
their  associations,  through  cartels,  with  world-wide 
industries  could  be  tabulated,  they  would  throw  even 
these  colossal  figures  far  into  the  shade.^ 

But  the  American  horizon,  too,  is  wide. 

If  I  were  free  to  give  my  authority,  I  would  state  it 
as  a  fact  that  recently  .  .  .  interests  were  in  con- 
trol of  the  majority  of  the  shares  in  our  own  London, 
City  and  Midland  Bank,  which  would  shed  a  sinister 
light  on  our  supposedly  British  Bank  amalgamations. 

The  amalgamations  between  banks  which  have 
now  taken  place  in  the  United  Kingdom  contain 
all  the  necessary  elements  for  the  greater  concen- 
tration of  control. 

The  hundred  or  so  directors  of  five  banks  are 
more  or  less  closely  bound  up  with  concerns  in 
Banking,  Finance,  Insurance,  Shipping,  Railways, 
Mining,  Electricity,  etc.,  which  control  resources 
amounting  in  terms  of  money  to  nearly 
£3,000,000,000.  I  put  in  those  particulars.  They 
do  not  include  the  latest  London,  City  and  Midland 
amalgamation.  The  consohdation  of  the  control 
is  not  yet  on  a  par  with  the  German  or  the  American 

1  See  state  Document  referred  to  on  page  131. 


BANK    AMALGAMATIONS  147 

type,  but  I  repeat  that  the  elements  from  which 
the  Hke  consohdations  may  be  made  are  there  and 
the  inevitable  will  happen. 

It  would  not  be  fair  or  wise  to  prevent  ^it. 

The  powerful  as  well  as  the  weak,  the  rich  as 
well  as  the  poor,  are  entitled  to  freedom  in  a  free 
country.  But  I  also  put  in  the  first  draft  of  a  Bill,^ 
which  would  provide  the  necessary  alterative  to  our 
financial  system  without  injury  to  the  banking  com- 
munity, which  deserves  well  of  the  country  because 
it  has  disclosed  to  the  industrial  and  mercantile 
world  the  infinite  value  of  the  principles  of  credit. 

The  Bill  aims  merely  at  a  further  application  of 
those  principles.  It  is  designed  to  destroy  nothing 
and  nobody.  It  is  purely  constructive  of  means  to 
increase  production  as  rapidly  as  is  necessary  in 
view  of  the  burden  of  debt  which  threatens  to  over- 
whelm the  capital  of  the  country  by  rendering  it 
unworkable  at  a  profit — an  eventuality  which  would 
knock  the  bottom  out  of  outstanding  British  Credit. 

It  is  designed  to  bring  the  wits  of  the  whole 
nation,  sharpened  by  self-interest,  to  bear  on  the 
problems  of  advancement,  instead  of  the  wits  of 
only  a  small  group  of  men.  In  its  effects  it  would 
be  equivalent  to  a  vast  body  of  investors  investing 
their  funds  in  British  interests. 

Sound  credit,  being  necessarily  based  on  actual 
productive  properties,  the  labourer,  as  such,  not 
being  an  owner  of  such  property,  could  not  directly 

*  See  pp.  19  to  37. 
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benefit  under  the  Bill.  But  indirectly  he  would 
be  largely  benefited  by  the  increased  demand  for 
his  labour.  I  shall  not  trouble  the  Committee 
with  a  suggestion  for  helping  the  provident  amongst 
such  men  with  a  third  of  the  funds  of  the  Post 
Office  Savings  Bank  lent  out  at  interest  to  its 
depositors  as  single  borrowers  or  as  Credit  Unions. 

The  Bill  put  forward,  with  Treasury  regulations 
yet  to  be  drafted,  would  provide  the  crucial  safe- 
guard for  the  community  against  the  most  ambitious 
amalgamations  between  banks. 

Without   such   a  Bill   such   amalgamations   will 
become   a   new   system   of   unofficial   government, 
which   will   make   official   government   little   more 
than  a  name  ;    which  will  not  be  British,  not  even 
cosmopolitan,  but  essentially  German  in  conception, 
character   and   spirit ;     the  financial  side   (British 
Section)  of  what  Germans  when  at  home  call  "  Pan- 
Germanism,"  and  what  Germans  when  abroad  call 
' '  wider    patriotism "  ;    an    oligarchy    of    imitation 
money,  of  which  more  will  be  heard,  internationally 
applied,  in  any  negotiated  peace.     But  this  kind  of 
government    is   already    doomed   by    the   interna- 
tional co-operative  movement  which  is  rising  against 
it  everywhere,  and  preparing  for  an  industrial  war 
that   will   destroy   the   entire  fabric   of  credit   for 
generations  to  come.     That  war  the  mass  of  the 
people  in  the  United  Kingdom  or  throughout  the 
British  Empire  could  have  no  desire  to  enter  into, 
under  the  just  and  simple  plan  of  the  Bill. 
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Q.  Do  you  put  that  Bill  in  ? 

A.  Yes,  and  the  particulars  relating  to  the  Boards  of 
the  Amalgamated  Banks. 

Q.  What  made  you  take  an  interest  in  this  matter  of 
banking  ? 

A.  It  has  been  a  hobby  of  mine  for  a  number  of  years. 
I  am  a  member  of  the  Alexander  Hamilton  Institute  of 
New  York,  and  have  been  for  about  nine  years.  They 
had  4,000  members  when  I  first  joined,  and  they  have 
nearly  50,000  now. 

Q.  That  drew  your  mind  first  to  this  question  of  banking, 
did  it? 

i4.  No.  I  have  studied  this  question  for  twenty-five 
years  more  as  a  hobby  than  anything  else,  and  partly  to 
assist  me  in  my  own  business — ^naturally. 

Q,  You  apparently  do  not  believe  in  the  big  amalgama- 
tions, do  you  ? 

A.  Not  without  the  antidote. 

Q.  Have  you  any  experience  at  all  to  your  own  dis- 
advantage in  any  of  the  amalgamations  ? 

A,  No,  not  in  connection  with  amalgamations,  but  I  have 
had  experience  in  connection  with  the  regulation  of  values 
by  bank  managers.  I  was  told  that  a  certain  security  was 
worth  IS.  I  said  it  was  worth  20s.  It  was  in  the  power 
of  the  bank  manager  to  make  it  worth  20s.,  but  he  did 
not  do  it,  though  I  eventually  did.     It  was  really  worth  20s. 

Sir  John  Purcell.  You  spoke  of  safeguards.  What 
safeguards  would  you  suggest  to  prevent  these  very  large 
amalgamations  ? 

A .  The  Bill  which  I  have  put  forward  would  give  aid  to 
the  intelligent  section  of  the  commimity  to  make  headway 
against  any  combinations.    All  that  they  require  is  that. 
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Q.  You  have  not  any  specific  safeguards  that  you  could 
suggest  then  ? 

A,  I  think  that  is  a  specific  safeguard,  and  a  very  definite 
one.  I  do  not  think  there  is  any  harm  in  banks  or  in 
people  amalgamating  so  long  as  they  are  not  allowed  to 
prevent  others  from  making  headway. 

Q.  In  whose  hands  would  you  leave  the  decision  upon 
that  point  in  this  country  ? 

A.  The  Government  through  the  Treasury,  and  the 
belief  that  British  property  is  worth  something. 

Q,  Then  you  would  put  it  into  the  hands  of  an  ofiicial 
or  ofiicials  ? 
A,  Yes. 

Mr.  Rae.  There  is  just  one  point  that  I  wish  to  put  to 
you.  You  spoke  of  bringing  the  Government  into  control 
of  the  banking  credit  and  of  exacting  from  the  bankers 
5  per  cent,  on  that  credit  wherewith  to  establish  some 
reserve  fund.  What  is  the  nature  of  the  credit  you  have 
in  mind  ? 

^.  If  I  have  a  productive  property  which  has  proved  to 
be  of  a  certain  value  and  earning  certain  profits,  I  ask 
that  that  property  shall  be  entitled  to  50  per  cent,  of  its 
value  in  the  form  of  credit — portions  of  the  national 
credit,  and  that  the  banks  shall  be  the  machinery  whereby 
that  credit  right  might  be  converted  into  banking  credit, 
which  is  the  usual  form  of  the  circulating  medium. 

Q.  That  is  to  say,  if  you  have  a  property  worth  ,^1,000 
you  ask  your  bank  to  advance  £500  on  that  ? 
A.  Yes. 

Q.  And  that  becomes  credit  ? 
A.  Yes. 
Q,  Then  yoti  also  ask  the  banker  to  pay  5  per  cent.  ? 
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A,  No.    The  man  who  received  the  credit  would  pay 
the  fee  to  the  Treasury  for  the  Treasury's  guarantee. 
Q.  He  would  pay  5  per  cent.  ? 

A.  Yes,  and  that,  with  like  pa5mients  by  others,  would 
accumulate,  and  in  time  to  come  would  create  far  more 
than  the  ^£100,000,000  that  Sir  Edward  Holden  said  it 
would  have  been  well  for  the  Treasury  to  have  had  at  the 
time  of  the  declaration  of  war. 

Q.  But  is  that  a  feasible  thing  ?  If  you  have  a  property 
worth  £1,000  and  you  go  to  a  banker  and  borrow  £500  on 
it,  and  the  banker  charges  you  5  per  cent.,  and  you  in 
turn  have  also  to  pay  5  per  cent,  to  the  Treasury,  you 
are  paying  10  per  cent. 

A.  No.  I  say  that  credit  belongs  to  the  owner  of  that 
property.  It  is  British  property ;  he  is  a  British  citizen, 
with  a  share  in  British  credit  founded  upon  the  property 
of  the  whole  Empire,  to  which  he  is  entitled.  It  is  his 
credit.  He  pays  nobody  any  interest  for  it ;  he  pays  the 
Treasury  a  guarantee  fee  of  5  per  cent,  and  pays  that  only 
once. 

Q,  Then  the  banker  is  merely  the  active  agent  without 
remimeration  ? 

A.  He  is  the  book-keeper,  and  he  is  paid  his  bank  charges 
for  that. 

Mr.  E.  Manville.  Do  you  think  that  the  German  system 
of  banking  has  been  detrimental  to  German  industrial 
interests  ? 

^.  No.  The  people  of  Germany  are  reduced  to  the 
position  of  being  workers  for  a  financial  Oligarchy  which 
is  practically  running  the  war  at  the  present  time.  Their 
interests,  I  contend,  are  running  the  war  to  some  extent 
even  from  this  country. 
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Q.  That  is  to  say,  it  has  been  beneficial  to  German 
industry,  but  the  results  are  owned  by  the  banks  them- 
selves. 

A,  Yes.  It  has  been  beneficial  to  German  industry  to 
the  extent  that  the  power  in  control  of  German  industry 
has  become  almost  world-wide  ;  not  the  power  of  the 
German  people. 

Q.  Nevertheless,  it  has  enabled  Germany  to  take  a  very 
prominent  position  in  the  industry  of  the  world,  has  it  not  ? 

A,  It  has. 

Q,  Is  that  for  the  good  of  the  nation  ? 

A,  No,  not  for  the  good  of  the  men  who  are  being  shot 
down  in  shoals. 

Sir  Arthur  Ha  worth.  You  spoke  just  now  about  the 
practical  alliance  between  four  banks,  I  think  you  called 
them,  and  the  State  ? 

A.  Yes. 

Q.  What  did  you  mean  by  that  exactly,  because  I  did 
not  quite  follow  ? 

A.  The  four  banks  in  Germany  extend  their  influence 
through  the  industrial  world  by  supporting  different  indus- 
tries, acquiring  shares  in  companies,  and  controlling 
interests  in  those  companies,  utilizing  the  resources  of  those 
companies  to  get  control  of  further  companies,  and  so  on 
until  they  control  the  whole  of  the  industries  of  the 
country;  and  they  have  extended  their  influence  to  other 
countries,  by  the  establishment  of  banks  in  those  other 
countries  in  order  to  do  the  same  thing. 

Q,  Yes,  I  appreciate  that.  But  you  did  not  mean  that 
there  was  any  ofiicial  connection  between  the  State  and 
these  four  banks,  did  you  ? 

A,  There  is,  without  question. 
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Q,  I  understood  you  to  say  that  these  four  banks  acquire 
practical  control  of  the  country  by  taking  up  shares  in 
those  companies  which  they  assist  ? 

A,  Yes.  But  there  is  an  official  connection  between 
the  Imperial  Bank  and  the  Government. 

Captain  Keswick.  What  are  the  four  banks  ? 

A.  The  Imperial  Bank,  the  Disconto  Gesellschaft,  the 
Dresdner  and  the  Deutsche  Banks. 

Sir  Arthur  Haworth.  Is  the  Imperial  Bank  in  control 
of  these  other  banks  ? 

A.  Practically. 

The  Chairman.  I  think  you  are  wrong  there. 

A,  There  is  no  legal  machinery,  but  practically  it  is  so.* 

Q,  Through  the  influence  of  the  Government  ? 

A,  Yes. 

Sir  Arthur  Haworth.  What  sort  of  control  do  they 
exercise  ? 

A,  The  Government  appoints  two  Governors,  I  think  ; 
I  am  not  quite  sure  what  the  exact  legal  form  is. 

Q.  Of  each  of  these  banks  ? 

A,  The  Imperial  Bank.  But  the  vital  connections  are 
between  the  men  with  common  interests.^ 

Q.  You  mean  that  the  directors  of  each  of  the  banks 
in  some  cases  are  identical  ? 

A.  Yes,  the  directors,  managers,  financial  advisers  of  the 
banks,  and  of  the  cartels. 

I.  The  resources  and  practices  (including  discounts 
and  the  ''giro"  system  of  transfers  of  credit)  of  the 
Imperial  Bank,  in  the  profits  of  which  the  Govern- 
ment shares,  are  such  as  will  best  serve  the  needs  of 
the  other  banks — chiefly  the  Deutsche    Bank — in 
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any  way  whatever.  It  is  a  sort  of  casualty  ward  for 
the  other  great  banks,  and  is  so  by  Government 
direction,  for : 

**The  Reichsbank  (The  Imperial  Bank),  which 
took  the  place  of  the  old  Preussische  Bank,  is  a  bank 
under  the  supervision  and  management  of  the 
Empire,  established  with  private  means  and  con- 
stituting a  corporate  body,  though  not  a  joint- 
stock  company.  According  to  section  12  of  the 
bank  law  it  is  allotted  the  task  '  of  regulating  the 
money  circulation  of  the  whole  Empire,  of  facilitating 
payments,  and  of  utilizing  available  capital.'  " 

The  management  of  the  Reichsbank  rests  in  the 
hands  of  the  Imperial  Chancellor,  and,  subject  to 
his  authority,  in  those  of  the  president  and  of  the 
Reichsbank  directors,  who  are  appointed  for  life ; 
supervision  is  carried  on  by  a  board  of  bank  curators, 
consisting  of  the  Imperial  Chancellor,  as  chairman, 
and  four  members.     The  German  Great  Banks,  p.  142. 

2.  These  "common  interests''  are  not  merely 
small  or  even  large  banking  matters,  but  projects 
and  policies  designed  to  obtain  commercial  and 
industrial  world-power  through  banking,  and  to 
establish  in  every  country,  whether  nominally  ruled 
by  Germans  or  not,  ''a  State  within  a  State  "  con- 
trolled by  men  of  "  robust  consciences,"  who  ''  cast 
overboard  as  useless  ballast  all  ethical  and  social 
considerations." 
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CHAPTER  VI 

MONEY,  CREDIT  AND  THE  BANK  ACT 

Sir  Edward  Holden,  in  his  speech  at  the  Annual 
Meeting  of  the  Shareholders  of  the  London,  City  and 
Midland  Bank  held  in  February  1918,  advocated  the 
repeal  of  the  Bank  Act  of  1844.  He  is  not  alone 
in  his  views. 

Why  great  financiers  should  have  tamely  sub- 
mitted to  an  Act  which  after  all  these  years  they 
now  savagely  denounce  is  an  interesting  reflection. 
They  submitted  because  British  banking  grew  and 
prospered  under  the  Act  as  never  before ;    because 
British  financial  supremacy  became   the  envy   of 
the  world ;  because  London,   as  the  clearing-house 
of  international  payments,  held  the  whip-hand  over 
the  larger  proportion  of  international  trade.     With 
these  proofs  of  strength  they  could  laugh  at  the 
allegations   of   weakness   which   opponents   of   the 
Act  ascribed  to  that  masterly  measure.     Suddenly 
they  find  they  were  wrong,  and  that  reformers  were 
right   whose   other   theories,   such   as  that   of  the 
manipulation  of  the  discount  rate  in  the  interests 
of  sound  legal  tender  currency  they  still  denounce ! 
Why  is  this  ? 
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Is  it  because  great  bankers  and  financiers  are 
merely  superior  business  men  who  have  never  had 
occasion  to  worry  about  fundamental  principles ; 
and  are,  therefore,  now,  in  the  great  crisis  of  all 
time,  not  sure  of  the  ground  on  which  they  stand  ? 

It  is  easy  to  understand  that  a  share  in  a  large 
business  of  a  stable  kind  which  has  substantial 
resources  and  is  making  considerable  profits  is  a 
good  security  for  a  temporary  loan  on  a  wide  margin. 

It  is  easy  to  understand  the  safety  of  a  loan  made 
upon  goods  for  which  a  buyer  has  been  found  who 
cannot  take  delivery  without  ensuring  the  repay- 
ment of  the  loan. 

It  is  easy  to  understand  that  claims  to  money 
are  selling  at  a  high  price  in  one  place  and  at  a  low 
price  in  another  so  that  they  may  be  bought  where 
they  are  cheap  and  sold  where  they  are  dear. 

It  is  easy  to  understand  that,  where  a  majority 
rules,  three  votes  will  control  two  in  a  group  of 
five ;  and  that  where  minorities  have  rights,  two 
votes,  or  even  one,  in  a  like  community,  may  suffice 
for  the  purpose  of  the  holder. 

The  powers  acquired,  and  even  the  most  stupen- 
dous operations  performed  by  financial  magnates 
of  the  first  water,  involve  mere  famiharity  with  the 
practical  applications  of  these  comparatively  simple 
ideas ;  not  any  deep  knowledge  of  fundamental 
principles. 

There  are  a  few  men,  but  only  a  few,  who  realize 
that  it  is  imperative  to  keep  strictly  in  mind  whether 
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the  game  of  finance  is  being  played  with  real  money 
or  counters,  and  who  never  for  one  instant  forget 
that  counters  are  not  real  money.  Such  men,  in 
power,  silent,  in  times  like  these,  surveying  millions 
bathed  in  blood,  have  iron  in  their  souls  ;  God  help 
their  victims  ! 

But  one  must  be  calm,  and  logical,  and  discreet. 

The  Bank  Act  of  1844  has  one  supreme  merit. 
It  distinguishes  between  real  money  and  credit : 
a  distinction  which  is  of  prime  importance  to  every 
transaction  which  is  carried  out  in  terms  of  money, 
although  an  instrument  of  credit,  ultimately  can- 
celled by  means  of  a  contra-transaction,  may  be, 
instead  of  money,  the  medium  of  exchange  actually 
employed ;  for  real  money  is  always  a  standard  of 
value  or  prices,  though  only  sometimes  a  medium 
of  exchange. 

Credit  instruments  are  in  modern  commerce 
claims  to  money.  This  in  itself  proves  a  distinction 
between  money  and  credit ;  for  one  thing,  being 
the  thing  claimed  by  the  other,  cannot  be  the 
other. 

That  money  should  be  in  itself  something  real, 
as  distinct  from  mere  marks  on  paper,  is  proved 
by  the  fact  that  credit  instruments  which  are 
cancelled  without  being  turned  into  money,  after 
having  been  transformed  for  a  time  into  transfers 
of  banking  credit,  are  never  actually  cancelled  until 
the  claimant  has  had  transferred  to  him  real  things 
in  the  shape  of  commodities  or  services  upon  which 
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his  claim  ceases  ;   no  other  is  substituted  for  it,  and 
his  store  of  possessions  or  enjoyments  is  increased. 

An  individual  may  directly  cancel  a  credit-deposit 
by  acquiring  shares  in  his  bank  ;  or,  indirectly, 
through  a  third  party,  as  when  a  farmer  by  a  con- 
signment of  wheat  acquires  a  credit  which  he 
cancels  against  a  loan  ; .  or  a  nation,  in  modern 
times,  may  cancel  in  a  long  period  an  international 
credit  with  products  from  its  territory ;  or,  as 
was  done  by  Solomon  in  ancient  times,  by  a  cession 
of  territory,  in  settling  the  international  balance 
of  accounts  between  the  Phoenicians  and  the 
Hebrews. 

The  accepted  reaUty  of  our  money  was  that  a 
certain  weight  of  standard  gold  constituted  each 
unit  of  English  money,  and  that  therefore  there 
could  be  no  more  real  money  extant  than  there 
were  units  of  the  specified  weight  of  standard  metal. 
The  difference  between  our  money  and  that  of 
another  country  was  always  ascertained  by  com- 
paring against  one  another  the  units  of  specified 
weight  of  standard  gold  contained  in  the  respective 
denominations  ;  in  such  way  was  the  par  of  exchange 
made  and  rendered  invariable  so  long  as  the  two 
moneys  remained  real,  i.e.  did  not  have  their  gold 
reduced  in  weight  or  quality. 

This  principle  was  applied  by  the  Bank  Act  of 
1844  to  English  Paper  Money.  The  Act  recognized 
the  distinction  between  money  and  credit  by  the 
estabUshment   of   a   money-issuing   department   as 
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distinct  from  a  credit-issuing,  or  banking,  depart- 
ment ;  and,  as  far  as  circumstance  would  allow  it, 
made  the  paper  money  to  be  issued  as  nearly  like 
real  money  as  possible  ;  for  the  paper  money  had 
to  be  legal  tender,  and  had  therefore  to  be  accepted 
in  circulation  as  real.  To  the  extent  that  it  repre- 
sented actual  gold  held  in  reserve  against  it  (and 
the  extent  to  which  it  did  not  so  represent  gold 
was  reasonably  negligible)  it  was  real  money ;  this 
legal  tender  paper  of  England,  all  the  world  knew, 
was  easily  convertible  at  any  time  into  standard 
gold ;  the  Bank  of  England  Note  or  the  standard 
English  gold  coin  was  accepted  with  alacrity  and 
often  at  a  premium  wherever  a  traveller  might 
offer  it,  not  merely  at  home  but  anywhere  abroad ; 
and  claims  to  such  money,  represented  by  bills  of 
exchange  or  letters  of  credit,  became  without 
question  the  predominating  medium  of  exchange 
in  international  trade  and  foreign  travel.  This 
would  never  have  been  so  if  the  claims  had  been 
not  for  legal  tender  which  by  common  knowledge 
was  easily  convertible  into  gold  at  the  Bank  of 
England,  but  for  legal  tender  which  had  been  made 
so  by  law  for  the  purpose  of  abstracting  the  units 
of  gold  weight  and  quality  from  it.  This  legaUzed 
legerdemain  performed  by  the  Treasury  has  already 
inflicted  upon  the  nation  almost  incalculable  loss, 
besides  having  promoted  most  grievous  difficulties 
and  dangers  ;  yet  the  repeal  of  the  Bank  Act  could 
but  expand  and  perpetuate  the  evil,  thereby 
II 
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raising  an  effectual  barrier  against  restoration  to 
our  one-time  first  place  in  the  financial  sun. 

Credit  money  is  not  real  money,  no  matter  whose 
the  guarantee  of  its  ultimate  realness,  or  of  its 
future  redemption  in  gold  or  other  property. 

Credit  money  contains  no  concrete  value  in  itself  ; 
but  real  money  is  value  in  concrete  form,  or,  if  in 
paper,  is  a  warehouse  receipt  of  that  value  stored 
in  a  place  of  safety.  If  the  real  money  is  in  coin, 
it  is  made  legal  tender  as  a  guarantee  that  the  gold 
it  contains  is  of  the  right  quantity  and  fineness,  not, 
as  appears  to  be  thought  may  happen  with  im- 
punity, in  order  that  the  quantity  and  fineness  of 
gold  may  be  removed  from  it.  If  it  is  in  coin  it 
does  not  really  require  to  be  made  legal  tender  in 
order  to  make  it  circulate,  because  it  will  circulate 
for  itself,  although  less  conveniently,  amongst 
those  who  will,  as  in  the  past  others  did  all  over 
the  world,  carry  scales  and  tests  about  with  them 
for  guidance  in  giving  and  receiving  gold.  If  it 
is  in  paper  it  requires  to  be  made  legal  tender  in 
order  to  force  it  to  circulate  ;  the  fact  that  it  is  legal 
tender  being  vaguely  accepted  as  a  gold  guarantee, 
not  as  a  ruse  to  abstract  gold.  Amongst  those  not 
subject  to  the  law,  such  as  suppliers  of  goods  from 
abroad,  the  legal  tender  obligation  has  no  effect, 
except  to  excite  suspicion  and  induce  greater  care 
in  judging  of  the  weights  and  measures  to  be 
exchanged.  They  use  their  scales  and  tests.  The 
test  they  apply  is  the  gold  test,  and  they  exchange 
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goods  and  services  against  that  legal  tender  strictly 
in  accordance  with  its  actual  relation  to  gold  at  a 
given  moment ;  the  less  quantity  or  quality  for  a 
given  price,  as  the  amount  of  gold  truly  represented 
by  that  price  is  less.  Hence  when  a  legal  tender 
currency  represents  less  and  less  gold  as  time 
passes,  prices  in  it  rise  or  quantities  of  supplies 
fall ;  more  and  more  of  the  currency  is  required  to 
make  payments  for  the  same  amount  of  goods  ; 
legal  tender  currency  in  being  so  increased  in  total, 
is  further  depreciated,  and  continues  to  require 
further  increase,  with  consequently  further  de- 
preciation until  gradually  prices  become  so  high 
or  commodities  so  scarce  that  business  becomes 
impossible  and  chaos  reigns  supreme. 

Russia  is  out  of  the  war  for  no  other  reason,  and 
we  are  travelling  in  the  same  direction. 

Those  who  are  subject  to  the  law  of  the  legal 
tender  excusably  laugh  at  the  idea  of  depreciation, 
and,  in  respect  of  British  Treasury  Notes,  for  in- 
stance, proudly  point  to  the  vast  British  resources 
that  are  behind  them.  This  reminds  one  of  the 
arguments  for  the  French  assignats  which  wrought 
such  terrible  havoc.  It  is  a  specious  fallacy  upon 
which  its  sponsors  are  quite  needlessly  gambling 
the  fate  of  the  country.  These  British  resources 
are  not  required  behind  British  legal  tender  currency, 
but  bits  of  British  gold  are  so  required.  Indeed 
such  British  resources  other  than  gold  cannot  be 
behind  this  legal  tender  currency.     How  would  they 
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work  ?  Suppose  £230,000,000' s  worth  of  British  pro- 
perty were  used  to  redeem  that  sum  in  Treasury 
Notes.  These  would  have  to  be  reissued  imme- 
diately because  of  the  great  outcry  against  the 
stoppage  of  means  of  payment.  The  Government 
would  then  have  parted  with  £230,000,000' s  worth 
of  property  whilst  the  notes  would  have  been 
hurried  out  again  on  loan  in  repayment  of  which 
the  notes  themselves  would  be  legal  tender.  If, 
again,  they  were  presented  for  redemption  this 
would  again  involve  property  to  an  amount  of 
£230,000,000,  and  the  Government  after  thus  parting 
with  £460,000,000' s  worth  of  property,  would  again 
have  to  reissue  them.  So  it  might  continue  until 
nobody  would  retain  notes  which  could  only  be 
redeemed  with  pieces  of  property  when  they  had 
been  accumulated  in  appropriate  amounts  ;  nobody 
could  retain  property  which  would  in  all  prob- 
ability be  confiscated  for  this  purpose  ;  no  one  would 
accept  property  attended  with  such  risks ;  and 
eventually  nobody  would  want  either  the  notes  or 
the  property  ;  as  happened,  besides  much  else,  in 
France.^  There  would  be  the  acme  of  viciousness  in 
the  circle  set  in  motion  on  the  faith  of  that  supreme 
financial  fallacy.  What  a  difference  in  a  redemption 
by  gold  !  That  would  have  to  happen  but  once,  and 
the  gold  itself  would  remain  in  circulation  without 
seeking  any  further  redemption  than  that  which,  so 
circulating,  it  would  freely  receive.    Real  money  has  a 

1  See  Alison's  History  of  Europe,  vol.  v.  chap.  xix.  pp.  107-9. 
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function  in  economics  which  it  performs  to  such  per- 
fection that  it  escapes  our  attention.  We  do  not  notice 
the  motion  of  the  earth  ;  and  if  it  were  to  stop  and 
we  could  remain  aUve,  we  should  probably  attribute 
the  effects  to  many  other  causes  than  the  right  one. 
So  it  is  with  our  careless  abandonment  of  real 
money  as  our  standard  of  prices  for  the  vast  trans- 
actions of  the  war.  This  vast  change,  this  sudden 
stoppage  of  a  vital  circulation,  having  produced, 
as  it  continues  to  produce,  effects  ever-intensifying, 
of  the  most  serious  and  varied  kinds,  is  regarded 
as  not  being  appreciably  responsible ;  whilst  other 
causes,  though  very,  very  secondary,  seem  to  the 
superficial  observer  fully  sufficient.  These  are  with 
great  energy,  ability  and  complete  failure  very 
promptly  tackled,  and  the  result  is  that  the  tide 
of  trouble  rises  ever  higher.  Is  it  nothing  to  us 
that  throughout  all  time  something  real  has  had  to 
be  used  as  real  money  as  distinct  from  credit  or  a 
claim  to  money  ?  Cattle  were  used  for  ages  until 
the  land  for  their  maintenance  had  to  be  paid  for, 
and  the  care  of  them  became  a  serious  charge. 
Prior  to  that  they  were  real  concrete  values  whose 
reproductiveness  countervailed  their  losses  from 
natural  causes ;  they  could  be  divided  into  small 
groups  or  single  beasts  for  comparatively  small 
payments,  and  were  generally  acceptable  amongst 
the  then  wholly  agricultural  communities.  They 
were  not  promises  to  pay  value  or  claims  to  pay- 
ment of  value,  like  credit  instruments  ;    but  they 
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were  that  store  of  value  which  in  itself  constitutes 
money ;  real  money  in  that  sense  in  which  the 
nations,  after  the  experience  of  ages,  accepted  gold, 
the  most  appropriate  of  all  the  stores  of  value  that 
had  been  tried ;  and  which  we,  in  the  van  of  all 
the  nations  in  theory  as  well  as  in  practice,  accepted 
authoritatively  in  the  adoption  of  the  principle  of 
the  issue  department  of  the  Bank  of  England  in  the 
Bank  Act  only  in  1844,  although  the  BulKon  Report 
of  1810  should  have  induced  us  to  do  it  earlier. 

The  Bible  says  :  ''  God  said  :  '  Let  there  be 
Light '  ;  and  there  was  Light."  Governments  have 
said  :  ''  Let  there  be  Money,"  but  there  was  not 
money ;  for  Governments  cannot  create  money 
from  nothing.  They  can  make  promises  to  pay 
in  the  future,  the  money  which  may  be  spoken  or 
written  in  the  promise  ;  but  the  promise  is  not 
the  money  ;  it  is  a  credit  or  claim  to  money  and 
should  be  used  only  as  such  instead  of  being  forced 
by  law  into  circulation  as  money  ;  made  to  depreciate 
all  the  real  money  with  which  it  is  thus  placed  on 
a  par,  and  to  raise  the  prices,  correspondingly,  of 
everything  dealt  in  in  that  money. 

The  Bank  Act  of  1844,  by  its  restriction  of  such 
notes,  caused  the  development  of  the  cheque  system 
in  this  country  to  a  degree  not  approached  in  any 
other  country.  This  system  enabled  us  to  carry 
on  a  volume  of  trade  of  enormous  proportions  on  a 
very  small  stock  of  real  money.  If  the  cheque 
system    had    been    forced    to    further    extension, 
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instead  of  credit  notes  being  forced  into  circulation, 
the  small  amount  of  real  money  we  could  maintain, 
even  with  the  amount  of  gold  free  for  that  purpose 
in  our  present  untoward  circumstances,  would 
have  sufficed  for  our  needs.  Why  go  back  to  the 
follies  of  the  past,  to  the  greenback  of  the  American 
War  of  Independence,  to  the  assignats  of  the 
French  Revolution,  when  our  own  sound  and  modern 
system  of  cheques  is  at  our  hand  ?  Not  only 
that.  Why  stifle  the  growth  of  our  cheque  system 
by  the  issue  of  these  credit  notes,  which,  beside  the 
other  great  evils  which  they  promote,  prevent  the 
use  of  cheques  equivalent  in  amount  to  the  total  of 
their  nominal  value  multiplied  as  many  times  as  the 
credit  notes  transfer  from  hand  to  hand  ?  The  use 
of  cheques  instead  of  credit  notes  or  fictitious 
money  could  be  forced  by  discriminative  taxation 
of  the  form  of  payments.  The  cheque  system,  as 
representing  a  national  service  of  incalculable  im- 
portance, in  the  present  grave  crisis,  should  not 
be  taxed,  and  all  payments  by  cheque  should  be 
acknowledged  by  no  more  than  the  usual  revenue 
receipt  stamp  of  id.  for  any  amount  of  £2  or  over. 
But  payments  made  in  any  other  form  from  £1 
upwards  should  require  in  the  present  emergency 
receipts  stamped  at  the  rate  of  6d.  to  a  £1.  or  part 
of  a  £1 .  This  would  drive  all  but  neghgible  payments 
into  cheque  form ;  and  the  people  to  banking 
accounts  :  a  '*  consummation  devoutly  to  be  wished  '* 
and  encouraged,  even  to  the  extent,  if  necessary,  of 
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opening  currency  accounts  at  every  post  office  in 
the  kingdom,  if  bankers  could  not  be  bothered 
with  a  multitude  of  small  accounts,  even  to  save  the 
country  from  an  otherwise  inevitable  Russian 
economic  collapse  in  the  not  far  distant  future. 
With  that  system  in  operation,  and  our  £28,500,000 
of  gold  now  in  the  Treasury  Note  reserve  represented 
by  notes  of  5s.  and  los.  denominations  in  circula- 
tion, the  banks  would  not  require  their  so-called 
cash  reserves  in  conventional  ratios,  with  serious 
depreciative  influences  ;  our  money,  little  though 
there  was  of  it,  would  be  real,  and  therefore  up  to 
full  pitch  as  a  standard  for  the  prices  of  all  exchanges 
made  in  its  terms.  The  cheques  would  transfer 
credits  from  account  to  account,  instead  of  treasury 
notes  being  transferred  from  hand  to  hand ;  and 
the  enormous  figures  of  the  Clearing-house  Bankers, 
though  further  increased,  would  be  further  offset 
without  the  aid  of  money.  Probably  we  alone  of 
all  the  nations  are  ripe  for  such  a  plan.  It  is  a  great 
advantage.  How  long  shall  we  refrain  from  using 
it,  and  why  ? 

Are  we  to  repeal  the  Bank  Act,  give  free  rein 
to  the  issue  of  notes,  let  them  supersede  the  more 
advanced  cheque,  rid  ourselves  of  the  cheque  system, 
and  in  that  way  hasten  the  kind  of  economic 
collapse  which  the  absence  of  a  cheque  system  in 
Russia  rendered  so  easy,  and  which  the  presence  of 
so  much  gold  in  America  merely  serves  to  render 
difficult  there  ? 
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CHAPTER   VII 

an  open  letter  to  lord  milner 

My  Lord, 

In  your  graphic  book  on  England  in  Egypt) 
from  which  all  the  quotations  contained  in  this 
letter  are  made,  you  have  written  :  ''  Few  people 
reaUze  the  fascination  of  finance."  You  are  one 
of  those  few.  You  also  realize  that :  *'  The  men 
who  control  the  Exchequer  in  more  highly  developed 
countries  are,  of  course,  well  aware  that  it  is  not 
with  statistics  and  balance-sheets,  not  with  the 
mere  paraphernalia  of  finance  that  they  are  really 
dealing,  but  with  the  well-being,  the  comfort,  the 
happiness,  even  the  morality  of  their  fellow-citizens  ''  ; 
those  are  your  own  words. 

As  a  member  of  the  British  War  Cabinet,  a  solemn 
trust  is  reposed  in  you  by  the  British  people,  who 
set  some  store  by  well-being,  comfort,  happiness,  and 
morality. 

Seeing  that  you  know  so  much  of  high  finance, 

not   only  by   association  with   great  financiers  in 

State  offices  in  various  parts  of  the  world,  but  also 

by  special  training  from  youth  upwards  throughout 
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a  diligent  life,  is  it  too  much  to  ask  you  whether 
you  are  satisfied  with  British  financial  policy  and 
practices  in  connection  with  this  war  ? 

Do  you  regard  with  equanimity  in  British  interests 
the  almost  intolerable  load  of  taxation,  which,  in  a 
choice  of  alternatives,  it  is  deemed  wise  to  impose 
upon  the  people — you  who  wrote  :  ''  The  removal 
of  a  burdensome  tax,  whether  paid  in  money  or  in 
labour,  is  promptly  justified  by  an  increase  in  the 
productive  and  the  purchasing  power  of  the  people  "  ? 
It  is  obvious  that  the  imposition  of  the  burden  must 
have  the  contrary  effect. 

You,  who  know  so  well  how  the  condition  of  the 
people  responds  to  good  or  bad  finance,  and  have 
written  so  eloquently  of  the  appalling  consequences 
of  the  reckless  prodigality  of  an  Ismail  in  Egypt, 
are  you  satisfied  that  we  are  making  much  more 
prudent  use  of  equally  unlimited  control  of  even 
vaster  resources  ? 

If  you  were  appalled  at  the  fact  that  Ismail 
Pasha  had  increased  the  debt  of  Egypt  nearly 
thirty-fold  in  thirteen  years,  what  must  you  think 
of  our  multiplication  by  seven  of  a  vaster  debt  in 
three  years  ? 

You  wrote  in  your  criticism  of  the  Ismail  regime  : 
'*  The  prices  paid  in  hard  cash  for  material  obtained 
from  Europe  were  on  the  scale  of  those  at  which  a 
fashionable  tailor  supplies  goods  upon  credit  to 
young  men  of  large  prospects  but  no  immediate 
income.     Attempts  have  often  been  made  to  cal- 
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culate  what  proportion  of  the  debt  contracted  by 
Ismail  was  really  spent  for  the  good  of  the  country 
.  .  .  the  proportion  was  incredibly  small." 

In  relation  to  British  war  finance  of  the  past 
three  years,  have  you  calculated  how  much  of  the, 
approximately,  £5,000,000,000  expended  by  England 
on  the  war  has  been  really  spent  for  the  good  of 
the  country  ? 

Has  not  a  sum  little  short  of  £2,000,000,000 
been  thrown  away  chiefly  in  a  false  rise  of  prices, 
in  addition  to  a  true  rise  ? — the  true  rise  being  due 
to  relatively  meagre  supplies  of  commodities  in 
connection  with  an  insatiable  demand  ;  the  false 
rise  to  the  deliberate  and  needless  depreciation  of 
our  legal  tender  currency,  once  our  pride,  by  the 
substitution  of  paper  for  gold  as  its  base  ? 

When  real  exchanges — i.e.  the  exchanges  as 
regulated  by  the  balance  of  international  accounts 
or  indebtedness — turned  against  us,  did  not  the 
depreciation  of  our  legal  tender  currency  turn 
against  us,  in  addition,  the  nominal  or  computed 
exchanges — i.e.  the  exchanges  as  regulated  by  the 
real  money  or  gold  value  of  one  legal  tender  cur- 
rency in  terms  of  the  real  money  or  gold  value  of 
another — with  the  chaotic  effect  of  unnaturally 
inflating,  beyond  demand  prices,  the  prices  of  every- 
thing we  purchased  at  every  turnover  of  the  goods 
or  services,  from  inception  to  consumption,  until  a 
large  proportion  of  the  increase  in  prices  to  con- 
sumers was  nothing  but  such  avoidable  inflation, 
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which  threatened,  and  still  threatens,  the  stability 
of  the  State  ? 

Did  it  not  "cook"  to  our  serious  disadvantage 
the  media  in  which  our  stupendous  volume  of 
purchases,  whether  of  credits,  goods,  or  services, 
was  reckoned  ? 

There  is  always  a  reasonable  Hmit  to  the  height 
to  which  prit:es  of  commodities  will  rise  under 
pressure  of  insistent  demand  in  conditions  of  Umited 
supply ;  but  there  is  no  limit  to  which  prices 
inflated  by  an  increasingly  depreciated  currency 
will  not  expand  until  the  uneconomic  balloon  bursts. 

Did  we  not  find  means  to  augment  the  waste 
represented  by  this  inflation  by  selling  valuable 
securities,  the  product  of  age-long  effort,  at  excep- 
tionally low  prices,  thus  buying  dear  and  selUng 
cheap  ;  by  utilizing  the  proceeds  of  these  sales 
at  face  value  only,  when,  if  the  sacrifice  had  to  be 
made,  it  could  have  been  made  for  gold,  or  gold 
certificates,  which,  in  America,  could  have  been 
legally  made  the  basis  of  five  times  its  face  value  in 
credit  in  a  bank  acquired  by  ourselves,  in  the  same 
way  as  the  Royal  Bank  of  Canada  has  recently 
acquired  the  control  of  the  Merchants'  National 
Bank  of  New  York — a  policy  which  the  Germans 
had  pursued  long  before  the  outbreak  of  war,  not 
only  in  America,  but  in  our  midst ;  by  paying 
heavy  interest  and  commissions  on  the  credit  we 
might  so  have  commanded  free  of  charge ;  and  by 
doing    the    same   upon    the    credit    amounting    to 
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£1,000,000,000  which  we  could  have  obtained  also 
free  and  without  loss  of  any  kind  (not  even  of  the 
gold  which  would  have  remained  in  our  bank 
reserve)  upon  the  £200,000,000  of  solid  gold  metal 
which  months  ago  we  had  sent  to  the  United  States  ? 

More  gold,  no  doubt,  has  gone  since  then.  For 
lack  of  it  the  depreciation  of  our  legal  tender  cur- 
rency has  steadily  increased  ;  yet  no  great  man 
who  knows  finance  has  raised  his  voice  against 
either  the  prodigal  waste  of  gold  and  the  continued 
depreciation  or  their  inevitable  consequences  of 
social  and  economic  disaster,  if  they  are  not  stayed 
and  retrieved.  That  is  one  of  the  mysteries  of  our 
war  finance. 

Ismail  Pasha  could  not  have  been  more  prodigal 
of  gold  or  made  looser  bargains  with  it  than  have 
we.  Given  our  control  of  both  a  bank-rate  with 
which  to  attract  gold  and  gold  mines  from  which 
to  pick  it,  he  could  not  have  made  less  prudent 
use  of  them  in  Egyptian  interests  than  we  have 
made  of  them  in  British  interests. 

The  depreciation  of  our  currency  resulting  from 
the  misuse  of  our  gold,  in  enormously  increasing 
the  cost  of  the  war,  has  urged  taxation  to  excess 
and  produced  bitterness,  likely  to  be  accentuated, 
throughout  all  branches  of  industry,  deepening 
hardship,  nulHfying  prosperity,  and  sapping  the 
vitals  of  recuperation. 

That  is  why  some  people  regard,  in  wonderment, 
the  silence  of  the  men  who  know ! 
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Our  gold  need  not  have  been  used  except  (i)  as 
a  cent,  per  cent,  basis  for  our  legal  tender  at  home 
in  order  to  maintain  its  independent  value  at  that 
of  standard  gold  coin,  and  (2)  as  a  basis  of  much- 
needed  credit  to  several  times  its  amount  abroad 
by  the  establishment  or  acquisition  of  the  legal 
machinery  for  this  purpose  in  the  respective  States. 

Many  wonder  why  it  was  used  differently ;  that 
there  was  no  alternative  is,  of  course,  not  true. 

After  the  war,  after  victory,  when  we  expect 
peace  (?)  the  £100,  for  which,  at  false  prices,  we 
have  received  £60  of  value,  will  have  to  be  repaid 
with  £100  of  value  measured  in  true  prices.  There 
will  be  an  inevitable  collapse  of  false  or  inflated 
prices  when  we  necessarily  re-establish  sound  legal 
tender  currency.  That  re-establishment  will  be 
necessary  notwithstanding  the  pretensions  of  those 
who  deride  these  views  and  who  hope  to  continue 
the  depreciation  in  our  legal  tender  currency,  so 
as  to  maintain  the  inflation  and  avoid  the  col- 
lapse. We  are  faced  with  two  alternatives  :  either 
a  just  remedy  or  a  black  outlook. 

Under  such  circumstances  the  staggering  figures 
of  our  taxation,  you  must  confess,  would  overwhelm 
even  what  in  Egypt  was  so  overwhelming  that  the 
dissolution  of  social  order  was  threatened.  Already 
we  have  before  us  such  curious  articles  as  those 
which  recently  appeared  in  The  Times  on  the  state 
of  this  country  in  relation  to  social  order.  Are 
not  social  order  and  economic  order  interdependent, 
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and  both  subservient  to  *'  the  men  who  control 
the  Exchequer ''  ? 

With  heavy  taxation  inevitable  for  generations 
to  come,  do  you  not  consider  that  taxation  involving 
cancellation  of  profits,  at  the  rate  at  which  it  has 
proceeded  of  late,  is  destroying  the  independent 
means  of  recovery  after  the  war  when  war  demands 
cease  and  peace  demands  take  their  place  ?  Is 
not  such  taxation,  taking  without  giving,  Uke  a 
drying-up  of  the  waters  of  the  Nile  to  Egypt — for 
the  f ellahin,  not  the  financiers  ? 

Not  for  the  financiers,  because  loans  are  their 
chief  concern  in  two  ways  :  (i)  securities  for  borrow- 
ing on ;  (2)  securities  for  lending  on.  In  the 
interests  of  the  first,  the  fewer  the  loans  the  more 
limited  the  Government  securities  in  which  the 
Government  loans  take  practical  shape,  and  there- 
fore the  more  valuable  they  may  be  in  future 
markets  ;  in  the  interests  of  the  second,  the  more 
taxation  of  trading  profits  the  greater  the  number 
of  traders  to  be  financed  in  the  future,  who  must 
perforce  pay  any  fee  up  to  the  Umit  beyond  which 
it  would  not  be  worth  while,  or  impossible,  to  trade. 

The  argument  of  flogging  the  taxpayer  now,  in 
order  to  spare  him  in  the  future,  you  know  to  be 
one  which  the  possibihty  of  refunding  operations 
as  weU  as  other  possibihties  hereafter,  should  all 
go  well,  renders  nugatory.  Now  he  has  an  enemy 
to  thrash,  and  he  has  left  to  the  vagaries  of  chance 
his  house  of  normal  conditions  in  order  to  do  it. 

12 
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What  he  gains  in  the  process  should  not  be  taken 
from  him,  for  when  he  returns  he  will  have  to  put 
his  house  in  order,  before  normal  conditions  again 
prevail,  and  he  will  need  the  wherewithal. 

Where  the  trader  and  the  financier  are  one,  a 
sort  of  Mr.  Facing-both-ways,  the  interests  are  not 
opposed.  It  is  so  in  Germany,  where  the  trader  is 
the  financier,  and  vice  versa  ;  or  the  trader  merely 
the  employee  of  the  financier.  Mr.  Gerard,  in  his 
Four  Years  in  Germany,  explains  that  not  the  poUcy 
of  heavy  taxation  is  followed,  but  the  policy  of 
loans.  He  foresees  bankruptcy  in  this,  but  the 
Germans  do  not.  The  financiers  there  obviously 
intend  after  the  war  to  dispose  of  these  loans  in 
their  form  of  gilt-edged  securities,  abroad,  in 
exchange  for  raw  material ;  for  which  purpose 
world-wide  financial  machinery  is  already  in  exist- 
ence and  national  raw  material  purchasing  agencies 
are  being  established. 

These  sales  and  purchases  will  be  carried  out 
even  at  the  heart  of  the  British  Empire  itself,  on 
the  London  Exchanges,  and  in  British  banks  where 
the  securities  will  be  borrowed  upon.  Our  securities 
could  be  similarly  used  also  and  holders  who  took 
them  up  without  adequate  means,  for  patriotic 
purposes,  relieved  of  them.  But  we  shall  be  much 
handicapped  in  the  race  by  so  many  competitors, 
such  a  lack  of  facilities,  the  silence  of  great  financiers, 
and  the  confusing  issues  raised  by  multitudes  of 
committees,  and  counter-committees,  joint,  supple- 
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mentary,  special,  general,  departmental,  inter- 
departmental, official,  non-official,  public  and  pri- 
vate, either  opposed  to  one  another  or  too  often 
composed  of  individuals  whose  interests  are  evenly 
opposed. 

Why  do  we  not  blockade  those  enemy  securities  ? 
With  the  constructive  and  destructive,  almost 
unlimited,  powers  of  the  ''  paraphernalia  of  finance  " 
in  one's  mind,  it  is  easy,  but  futile,  to  realize  how 
a  thorough-going  financial  blockade  would  have 
ended  the  war  long  ago,  and  how  the  absence  of  it, 
in  relation  to  bills  of  exchange,  cables  and  sterling 
bills,  has  furnished  the  enemy  with  all  kinds  of 
supplies  in  successful  competition  with  ourselves  ; 
but  it  is  not  idle  to  suggest  that  such  a  blockade 
should  be  applied  by  the  whole  of  the  Allies  to  the 
enemy  securities  to  which  I  refer  until  the  British 
and  Allied  securities  have  had  full  and  complete 
freedom  of  the  world  of  trade  and  finance  for  a 
generation,  or  longer  if  necessary,  until  their  quantity 
has  been  appreciably  reduced  by  redemption.  Until 
that  time  these  enemy  securities,  or  any  substitutes 
therefor,  should  be  made  inconvertible  except 
within  their  own  boundaries.  By  treaty  between 
the  countries  of  the  rest  of  the  world  dealings  in 
them  on  the  stock  exchanges  and  bourses,  for  sale 
or  loan,  or  as  security  for  loans  or  otherwise,  should 
be  prohibited ;  no  pubUc  or  private  dealings  of 
any  kind  should  be  allowed  in  them,  whether  by 
banks   or    other   institutions,    or   by   any   persons 
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individually  or  collectively  as  companies  or  other- 
wise •  such  deaUngs  should  be  made  penal  offences. 
Were  that  carried  out  forthwith  it  would  have  the 
double  effect  of  seriously  impeding  or  possibly 
preventing  the  successful  flotation  of  any  further 
enemy  loans,  even  in  his  own  territory  ;  and  of 
enabling  the  rest  of  the  world  to  retrieve  its  war 
losses  and  secure  itself  in  place  and  power  before 
setting  the  enemy  free.  If  we  do  not  protect  our- 
selves by  making  this  larger  market  for  our  inter- 
national securities  (and  by  not  only  creating  no 
further  securities  which,  like  war- savings  certifi- 
cates, limit  sales  to  home  markets  and  call  for  pay- 
ment on  demand,  but  by  converting  these  as  soon 
as  convenient)  we  shall  rue  the  day  ! 

I  appeal  to  you  as  one  who  knows  and  one  in 
power  not  to  let  it  be  written  hereafter  of  England 
and  the  British  Empire  as  you  wrote  of  Ismail : 

''  The  Government  of  Ismail  was  not  wanting  in 
European  experts,  whether  in  finance  or  in  other 
branches  of  administration,  at  the  very  time  when 
it  came  so  hopelessly  to  grief." 

You  added  :  ''  But  its  wisest  and  most  capable 
employees  were  without  influence";  and  you 
reminded  us  the  other  day,  when  entertained  at 
luncheon  by  Americans  in  London,  that  in  the  earlier 
stages  of  the  war  you  were  merely  one  of  the  people  ; 
but  you  are  now  one  of  those  who  "  have  some 
power  behind  them  to  give  effectiveness  to  their 
advice." 
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May  I  remind  you  of  the  position  of  Egypt  when 
you  wrote  :  ''  But  despite  all  the  skill  devoted  to 
finance  during  the  troublous  years  1883  and  1884, 
it  was  perfectly  evident  to  everybody  that  no 
amount  of  good  management  could  pull  Egypt 
through  without  some  fresh  external  assistance"  ? 
as  compared  with  our  position  now  in  the  words 
of  Mr.  Bonar  Law  : 

*'  I,  as  Chancellor  of  the  Exchequer,  am  ready 
to  say  now  what  I  should  have  been  very  sorry  to 
admit  six  months  ago,  that  without  the  aid  of  the 
United  States  the  financial  position  of  the  Allies 
would  have  been  a  very  disastrous  situation  to-day." 

The  terrible  significance  of  these  words  need  not 
be  dwelt  upon.  It  is  enough  to  say  that  this  was 
foreseen  and  that  those  who  foresaw  it  and  called  for 
a  reversal  of  the  engines  of  our  financial  policy  were 
regarded  as  visionaries  and  flouted ! 

A  remedy  was  applied  in  Egypt  by  a  group  of 
financiers  under  British  administration.  It  saved 
the  situation  and  to  a  large  extent  benefited  the 
people.  To  a  much  larger  extent,  I  will  not  say 
unjustly  or  unreasonably,  it  benefited  certain  in- 
dividuals. For  all  that  was  done,  whether  by 
British  or  not,  the  British  were  held  responsible, 
and  though  the  policy  removed  some  of  the  burdens 
of  the  people  and  gave  them  a  more  comfortable 
life,  you  show  clearly  in  your  book  the  conse- 
quential unpopularity  of  the  English  with  the  fella- 
hin.     This    unpopularity    may    be    attributed    to 
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other  causes,  but  you  have  yourself  admitted  that 
those  who  control  the  Exchequer  are  dealing  not 
merely  with  the  paraphernalia  of  finance,  but  with 
the  ''  well-being,  the  comfort ,  the  happiness ,  even  the 
morality  of  their  fellow -citizens  J'  Group-financial 
methods  may  produce  unpopularity  with  fellahin 
without  very  serious  consequences ;  but,  if  there  is 
a  better  way,  is  it  wise  to  risk  those  methods  in 
dealing  with  the  situation  that  has  arisen  here, 
thereby  courting  unpopularity  for  them  with  the 
British  people  themselves  ? 

Unless  a  mistaken  scheme  of  National  Service  is 
instituted,  we  have  no  grievous  burden  like  that 
of  the  Corvee  to  remove,  the  suppression  of  which 
in  Egypt  was,  ''  of  course,  the  greatest  reduction  of 
all  in  the  burdens  of  the  people." 

But  the  people  have  need  of  the  proper  recognition 
and  distribution  of  British  credit  on  solid  founda- 
tions, and  sound  principles  of  security  and  re- 
demption. That  would  be  a  financial  reform  after 
your  own  heart,  in  your  own  words: 

''  Financial  reform  has  not  been  confined  to 
reducing  the  burdens  of  the  people.  It  has  done 
more  than  that.  It  has  increased  their  means  of 
hearing  the  burdens  that  remain.  The  greatest  vice 
of  all  in  the  old  system  of  government  was  that, 
while  the  demands  made  upon  the  people  were 
constantly  increasing,  their  capacity  to  meet  those 
demands  was  being  steadily  impaired."  That  is  a 
gospel  of  economic  peace  and  prosperity  ! 
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What  ''  water  for  his  crops  "  is  to  the  Egyptian 
cultivator,  credit  now  is  to  the  whole  field  of  British 
industry.     *'  No  mere  financial  arrangements,"    of 
the  group-of -financiers  type,  ''  however  wise,"  can 
provide  this  primary  need ;    for  the  fellahin  the 
regular  supply  of  water ;    for  the  British  producer 
the  regular  supply  of  credit !     The  distribution  of 
that  credit  must  extend  over  the  entire  basis  of 
it  as  a  right  vested  in  productive  properties  to  be 
exercised  for  productive  purposes,  subject  to  Trea- 
sury advice,  which  will  give  such  direction  to  its 
use  that  no  unbalanced  condition  in  the  various 
forms  of  production  may  arise  to  promote  over- 
production in  some  and  under-production  in  others. 
When  every  form  of  production  open  to  British 
brains  and  resources  is  rendered  practicable  finan- 
cially,  there  is  little  likelihood  of  the  danger  of 
over-production  in  any,  because  most  of  the  evils 
which  have  arisen  in  the  past  from  alleged  over- 
production have  been  due  in  fact  to  under-con- 
sumption  from  want  of  means  :     a  reason  which 
under  the  free  flow  of  sound  credit  could  never 
arise.     Those  exceptional  cases  of  over-production 
due  to  waves  of  speculation — e.g.,  in  the  railway 
booms    and    crises — could    not    occur    under    the 
allocation  of  the  exercise  of  credit  right  to  specific 
purposes.     In  other  words,  there  could  be  no  so- 
called  inflation.     Mere  magnitude  of  real,   lasting 
business,  priced  in  a  sound  legal  tender  currency, 
however  high  the  prices  may  rise,  does  not  mean 
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,  inflation.  You,  yourself,  have  been  responsible  for 
some  of  the  confusion  which  pervades  the  inter- 
pretation of  this  word.  In  your  able  book  on 
Egypt  you  have  described  as  inflation  something 
which  is  clearly  not  inflation,  but  which  is,  in  reality, 
temporary  increase  as  distinct  from  permanent 
increase.  I  allude  to  the  increase  of  imports  and 
customs  duties  ascribed  by  you  to  the  payment  of 
the  Alexandria  Indemnities  and  the  British  cam- 
paign in  the  Sudan.  This  increase  you  treat  as 
artificial,  not  natural ;  as  inflation.  But  surely  it 
was  both  natural  and  desirable  as  far  as  it  went, 
and  if  its  temporary  character  could  have  been 
rendered  permanent,  either  by  continuance  or 
substitution,  neither  the  increase  in  trade  nor  the 
increase  in  revenue  could  rightly  have  been  con- 
sidered anything  but  actual  growth.  The  temporary 
increases  were  actual ;  they  were  increases  of  some- 
thing much  weightier  than  air  in  a  bubble  or  other 
slender  envelope ;  their  actuality,  though  short- 
lived, was  of  normal  proportions  in  relation  to  time 
and  space.  They  were  directly  associated  with 
concrete  values.  To  describe  such  increases  as 
inflation  has  the  evil  consequence  of  suppressing 
reaUties  in  financial  reform  and  of  causing  sound 
schemes  to  be  dismissed  as  inflation,  not  from  proofs 
of  this,  but  from  fear  of  the  explosive  and  collapsible 
qualities  which  quite  properly  attend  inflation  itself  ; 
a  cure  for  existing  inflation,  and  the  prevention  of 
more  of  it,  with  a  plan  to  enable  the  nation  to 
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reconstruct  itself  economically,  may  thus  be  un- 
ceremoniously, impatiently,  and  unjustly  condemned 
by  the  very  persons  whose  duty  and  responsibility 
it  is  to  remove  every  obstacle  in  the  way  of  its 
speedy  adoption. 

Our  present  and  future  obligations  are  ''really 
crushing."  I  will  again  quote  from  your  book  and 
say  :  ''  By  far  the  most  effectual  way  of  ultimately 
lightening  that  and  every  other  burden  of  the  people 
is  to  develop  still  further  the  productive  powers  of 
the  country"  and  perhaps  the  Empire.  Now  just 
as  the  high  native  authority,  whom  you  quote,  once 
said  :  ''If  your  object  is  the  prosperity  of  Egypt, 
create  a  reservoir,"  I  say  to  you  :  "If  your  object 
is  British  prosperity,  open  freely  to  the  British 
industrial  community  the  existing  reservoir  of  British 
credit."  You  have  said  :  "  Egypt  is  a  country 
which  cries  aloud  for  the  appUcation  of  capital  to 
elicit  its  great  latent  wealth."  So  the  whole  field 
of  British  industry  in  its  perilous  condition  of 
increasing  obligations  and  denudation  of  resources 
cries  aloud  for  the  application  of  the  equivalent  of 
capital  not  only  to  elicit  its  great  latent  wealth,  but 
also  to  prevent  a  teiiihle  impasse.  The  proposed 
activities  of  small  groups  of  financiers  will  not  do. 
There  is  much  more  to  be  done.  Fixed  pro- 
ductive capital,  is  the  vast  reservoir  already 
created  which  holds  a  wealth  of  British  credit 
which  can  be  to  the  British  industrial  community 
what  oil  sent  through  pipe-lines  is  to   Rockefeller, 
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or  water  from  Assouan  to  the  controllers  of  the 
Nile  delta. 

You  said  of  Egypt :  '*  The  question  of  creating 
a  vast  reservoir,  to  collect  the  river-water  in  the 
months  of  abundance,  in  order  to  give  it  out  again 
in  the  months  of  drought,  is  therefore  the  most 
interesting  problem  which  now  confronts,  not  only 
the  engineers,  but  the  financiers  of  Egypt." 

In  our  case  the  vast  reservoir  exists  in  the  form 
of  the  credit  system  and  its  implications ;  the 
engineers  and  the  financiers  have  long  had  a  mono- 
poly of  its  productive  waters.  There  is  enough  for 
them  still,  and  they  are  welcome  to  it.  But  more 
must  be  added  in  both  quantity  and  quality  and 
Uberally  distributed  amongst  many  others  who  can 
establish  a  right  to  it.  Then  will  the  gospel  you 
have  preached  have  come  into  practice.  The 
Government  itself  must  initiate  this  new  irrigation 
of  British  industry.  The  help  of  the  men  in  control 
of  the  Exchequer — the  Treasury — would  be  neces- 
sary. The  arrangement  might  be  made  with  very 
little  disturbance  of  existing  financial  machinery. 
A  Treasury  department  of  the  Bank  of  England,  as 
distinct  as  is  the  Issue  department  from  its  ordinary 
banking  activities,  would  be  estabUshed.  It  would 
take  control  of  the  industrial  loans  of  banking  credit 
which  banks  in  general  would  issue  on  the  authority 
of  the  Treasury  based  on  the  title  to  fixed  pro- 
ductive properties  of  assured  earning  capacity 
adequate  to  redemption  of  the  loans  by  fixed  annual 
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instalments ;  and  it  would  guarantee  the  banks  in 
respect  of  such  loans.  The  banks  would  be  properly 
paid  for  the  use  of  their  credit-minting  machinery, 
but  as  the  credit  itself  would  be  that  of  the  property, 
guaranteed  by  the  Government,  the  banks  would 
not  be  paid  interest  for  its  use.  This  would  not 
reflect  upon  the  legitimacy  of  interest  in  its  appro- 
priate connections.  It  would  merely  mark  a  dis- 
tinction in  the  true  ownership  of  the  credit.  The 
legislative  recognition  of  this  distinction  is  necessary 
for  the  eradication  of  old  and  new  economic  evils, 
and  the  substitution  of  unfettered  development 
towards  the  extinction  of  our  debts  and  the  attain- 
ment of  general  prosperity.  The  business  and 
profits  of  the  banks  would  nevertheless  increase 
with  those  of  the  whole  community.  The  case  for 
a  loan  would  include  proper  valuation  of  the  estab- 
lished productive  concern  by  appropriate  bodies 
such  as  the  Board  of  Trade,  the  Local  Government 
Board,  and  the  Inland  Revenue  Commissioners, 
according  as  the  properties  were  those  of  statutory 
companies,  municipal  bodies,  or  ordinary  producers  ; 
also  proper  certificates  of  title  and  carefully  pre- 
pared certificates  of  the  amount  and  probable  life  of 
profits.  The  amount  of  credit  or  loan  for  which 
such  properties  could  be  held  to  have  a  reasonable 
claim  and  the  amount  of  the  annual  instalment  for 
the  redemption  of  the  loan,  if  made,  would  be 
regulated  by  these  certificates.  But  the  granting 
of  the  loan  would  be  subject  to  the  approval  as 
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well  as  to  the  guarantee  of  the  Treasury,  which 
would  be  advised  on  these  and  other  matters  in 
connection  with  the  administration  of  the  necessary 
Act  by  a  standing  advisory  board  specially  consti- 
tuted. A  prime  duty  of  this  board  would  be  to 
ascertain  and  approve  the  purposes  of  the  loans, 
to  ensure  such  application,  and  to  regulate  their 
issue  so  as  to  establish  an  economic  equilibrium  in 
both  volume  and  variety  of  production.  Thus 
neither  over-production  nor  under-production  would 
be  encouraged  and  crises  would  in  consequence  be 
avoided ;  variety  of  production  would  introduce 
greater  freedom  of  exchanges  to  be  recorded  and 
settled  in  our  cheque  and  clearing-house  system, 
and  would  reduce  to  a  minimum  the  quantity  of 
legal  tender  currency  required  in  the  pockets  of  the 
people.  The  amount  of  legal  tender  currency  needed 
by  the  banks  in  their  coffers  would  be  diminished 
by  another  provision  :  the  Treasury  would  receive 
a  guarantee  fee  of  5  per  cent,  on  the  amount  of  each 
loan.  This  would  accumulate  as  a  Treasury  reserve 
in  gold,  as  far  as  desired,  against  which  the  Treasury 
would  issue  legal  tender  currency  on  loan  to  banks 
in  any  emergency  or  from  which  it  would  rediscount 
approved  paper  or  make  good  any  losses  incurred 
under  its  guarantees.  The  loans  would  be  appHcable 
only  to  productive  purposes,  including  the  relief  of 
burdens  on  existing  productive  concerns.  No  doubt 
with  such  loans  first  mortgages  and  debentures 
would  be  repaid,   and  that  capital  would  so  be 
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freed  to  absorb  not  only  the  securities  which  will 
otherwise  collapse  hopelessly  in  price  on  an  inevitable 
contraction  of  credit  and  resumption  of  sound 
legal  tender,  but  also  those  which  have  yet  to  be 
placed  on  the  market  by  Governments  at  home  and 
abroad  and  by  new  enterprises  in  every  part  of 
the  British  Dominions  and  elsewhere. 

Labour  problems  would  be  solved  by  the  demand 
for  labour,  and  vast  improvements  threatening  to 
oust  labour  would  be  welcomed  instead  of  being 
vetoed.  Labour  by  saving  would  be  free  to  open 
its  own  way  into  capitalism  and  their  opposing 
interests  would  merge  into  common  ones  ;  for  an 
estabUshed  business  worth  £200  would  be  eligible 
for  its  quota  of  credit  in  the  form  of  a  loan  if  the 
concern  were  obviously  sound,  or,  with  the  loan, 
would  become  so.  Just  as  behind  legal  tender  or 
real  money  there  ought  to  be  nothing  but  gold,  so 
behind  the  proposed  credit  there  would  be  real, 
concrete,  productive  value,  ample  to  ensure  both 
security  and  redemption.  The  reserve  would  create 
a  safety  valve  for  the  whole  banking  system  of  the 
country.  If  the  plan  were  applied  imperially  the 
bond  of  British  credit  so  created  would  endure  as 
long  as  the  principles  of  modern  trade  ;  and  fixed 
capital  in  the  British  Empire,  as  part  of  the  British 
Empire,  would  be  as  convertible  as  paper  based  on 
reputable  signatures  and  consumable  values. 
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CHAPTER  VIII 

£5  15s.  FOR  £3  17s.  lO^d, 

In  an  open  letter  to  Lord  Milner,  published  in  the 
Fortnightly  Review  for  November/  I  asked  the 
question :  *'  Has  not  a  sum  little  short  of 
£2,000,000,000  been  thrown  away  chiefly  in  a  false 
rise  of  prices,  in  addition  to  a  true  rise  ? — the  true 
rise  being  due  to  relatively  meagre  supplies  of 
commodities  in  connection  with  an  insatiable  de- 
mand ;  the  false  rise,  to  the  deliberate  and  needless 
depreciation  of  our  legal  tender  currency,  once 
our  pride,  by  the  substitution  of  paper  for  gold  as 
its  base  ?  " 

General  knowledge  of  the  operation  of  cause  and 
effect  in  this  connection  appears  to  be  non-existent, 
although  the  subject  is  one  which  is  vital  to  our 
success  in  the  war ;  for  much  more  than  mere 
expense  depends  upon  it ;  its  importance  has  no 
limits  in  the  present  crisis. 

The  Bullion  Report  made  to  the  British  Par- 
liament by  Sir  Richard  Horner  in  1811  contained  a 
principle  as  true  to-day  as  it  was  admitted  to  be 
after  the  troubles  which  resulted  from  the  neglect 
of  it  during  the  Napoleonic  Wars,  when  Napoleon 
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had  not  control  of  world-wide  financial  machinery 
such  as  the  Germans  now  have,  which  has  taken 
many  years  to  establish,  and  which  evidences  of 
preparation  in  other  directions  are  enough  to 
indicate  was  designed  as  part  of  their  war  machinery 
to  drive  home  to  the  hilt  this  fatal  economic  weapon  ; 
fatal,  in  the  sense  exemplified  by  Russia  to-day  in 
those  parts  of  the  country  most  affecting,  or  most 
affected  by,  the  war. 

The  principle  is  ''  that  currencies  which  depart 
from  a  fixed  value  in  gold  have  ceased  to  have  any 
value  except  that  determined  by  their  relations  to 
gold." 

Neither  the  quantity  theory  nor  any  other  theory 
of  money,  or  of  credit-legal-tender,  can  divest  itself 
of  this  principle. 

When  the  quantity  of  purchasing  power  has  been 
increased  whilst  its  quality ^  in  the  gold  value  of  the 
legal  tender  currency  in  which  it  is  named,  has 
been  correspondingly  reduced,  then,  even  without 
an  increased  demand  for  goods  and  services,  prices 
must  rise  until  the  exchangeable  value  of  the 
increased  but  depreciated  purchasing  power  com- 
mands no  more  goods  and  services  than  the  lesser 
quantity  but  higher  quality  of  purchasing  power 
previously  commanded. 

Purchasing  power  implies  at  least  two  things  : 
the  one  Credit,  the  other  Legal  Tender  Currency ; 
and  the  former  is  appHed,  measured,  and  valued  in 
terms  of  the  latter.     But  legal  tender  currency  is 
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itself  inevitably  valued  in  terms  of  the  commodity, 
gold,   which    has   survived   all  competitors  in  the 
struggle  for  existence  as  the  necessary  standard  and 
equivalent  of  value.     Gold  has  been  so  standardized 
by  the  customs  of  trading  communities  of  many 
types  and  creeds  throughout  many  ages.     Against 
many  other  commodities,  tried  in  various  stages  of 
development,   in   general   trade   and  commerce,   it 
has  survived  as  the  fittest  commodity  to  serve  this 
necessary   purpose ;     and   neither   its   fitness   nor 
its  position  can  so  far  be  successfully  challenged. 
It  is  the  only  real  money ;   it  carries  large  value  in 
small  bulk  ;    it  is  divisible  into  the  smallest  parts 
without  loss  ;    it  is  uniform  and  practically  ever- 
lasting   without     deterioration ;     its    currency    is 
universal,   without   reference   to  legislative   enact- 
ments.    Any  other  money,   to  the  extent  that  it 
falls  short  of  being  gold,  or  fully  represented  by 
gold,  is  a  credit  instrument,  whether  the  money  be 
legal  tender  or  not.     Credit  instruments  are  of  vast 
utility  in  trade,  but  they  are  not  real  money.     Legal 
tender,  being  used  as  real  money,  should,  in  sound 
finance,  by  virtue  of  its  function,  consist  of  ''  gold 
of  standard  fineness "   of  a  specific  weight  for  a 
specific  name,  or  of  something  directly  representa- 
tive of  that  gold  stored  away  for  safety  or  con- 
venience. 

7*98  grams  of  such  gold  are  in  fact  either  £1  in 
EngHsh  gold  money,  or  25*22  francs  in  French  gold 
money,  or  20*43  marks  in  German  gold  money,  or 
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4  dollars  86 1  cents  in  United  States  gold  money. 
That  piece  of  gold  bullion  represents  any  of  those 
moneys.  That  is  why  each  is  the  par  of  exchange 
of  any  of  the  others. 

Governments    may    throw    over    this    standard 
whereby  the  same  weight  and  quality  of  gold  is 
given  different  names  in  different  countries ;    and 
they  may  utilize  instead  printed  paper,  representing 
a  limited  amount  of  gold,  as  legal  tender  currency ; 
but  no  Governments  can  invest  such  money  with 
the  same  exchangeable  value,  the  same  purchasing 
power,  the  same  realness  of  money,  as  is  possessed 
by  the  gold  equivalent  itself  or  by  paper  money 
represented  by  cent,  per  cent,  of  gold  held  against 
it  to  the  full  equivalent  of  its  face  value.     To  expect 
otherwise  is  to  expect  that  Governments  can  create  ; 
but    Governments    have    no    such    Divine    power. 
The  result  of  their  action  is  to  make  the  paper  pass 
current  in  terms  of  its  face  value,  but  not  in  exchange 
for  the  same  amount  of  goods  and  services  as  if 
the  paper  were  gold,  or  certificates  of  gold  kept 
apart  from  the  rest  of  the  world's  stock.     And  this 
apphes  even  in  measuring  exchanges  of  goods  against 
goods    through    the   modern   financial    machinery 
for   facilitating    almost    direct   barter ;     for   every 
deal  must  be  translated  into  one  or  more  moneys 
of    account.     The    gold    standard    handed    down 
through  the  ages  cannot  be  adhered  to  in  name 
only  ;    it  must  be  adhered  to  in  fact.     Gold  can 
no  more  continue  to  be  an  economic  force  in  the 
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place  from  which  it  has  been  removed  than  absent 
armies  can  fight  in  places  they  have  left. 

In  respect  of  depreciated  legal  tender  currency, 
gold  reverts  to  its  place  amongst  articles  of  mer- 
chandise.    If  the  law  prohibits  dealings  in  gold  at 
a  higher  price  than  £3  17s.  gd.  or  £3  17s.  lo^d,  per 
ounce,    dealings  take  place  either  not   at   all,   or 
through   ignorance,   or    secretly.     The    attempt    to 
regulate  prices  against  the  fundamental  principle 
indicated  produces  either  a  gold  famine,  or  swindling, 
or    surreptitious    dealings ;     it    does   the    same   in 
regard  to  all  essential  commodities,  including  food. 
The  other  day  a  well-known  Manchester  newspaper 
told  of  dealings  in  gold  at  £5  15s.  per  ounce.     The 
difference  between  £5  15s.  and  £3  17s.  lo^d.  shows, 
not  how  gold  has  risen,  for  gold  cannot  rise  above 
gold,  but  how  our  legal  tender  currency,  which  is 
no  longer  standard  gold,  has  depreciated ;    and  we 
disguise  the  fact  from  ourselves,  but  from  nobody 
else,  by  law  ! 

If  the  situation  were  not  so  intensely  tragic,  the 
conventional  quotation  in  the  Banker's  Magazine, 
and  elsewhere,  of  gold  at  £3  17s.  gd.  per  ounce  would 
be  comic.  £3  lys.  gd. — our  legal  rate — save  the 
mark  !  As  if  we  were  the  beginning  and  the  end  of 
the  traffic  in  gold,  not  only  with  the  world  in  com- 
petition for  gold,  but  with  our  £3  17s.  gd.  so  different 
a  thing  from  what  it  was  !  It  is  the  same  confusion 
of  ideas  with  facts  which  causes  us  to  ''  fix  ''  prices 
in  an    evQv-changing  currency,   a  currency  which 
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is  expanding  in  form  but  diminishing  in  substance, 
and  is  dissolving,  fitfully,  but  surely,  into  something 
like  a  mirage,  which  is  imposing  in  view,  but  is 
not  really  there  ! 

This  difference  is  a  sign  that  even  without  any 
other  cause  for  increased  prices  we  must  give  at 
least  £5  15s.  for  everything  for  which  we  formerly 
paid  only  £3  17s.  io|i. 

In  foreign  exchange  it  is  in  strict  accord  with 
gold  that  the  value  of  bills  on  London,  drawn 
upon  us,  for  goods  which  we  have  bought  abroad, 
must  be  estimated,  for  bills  on  London  are  payable 
in  gold. 

If  extra  weight  of  standard  gold  had  been  added 
to  our  coins,  so  that  the  normal  quantity  of  gold 
in  £5  15s.  was  contained  in  a  new  £3  17s.  loj^., 
the  drawer  of  a  bill,  say,  an  American  exporter  of 
merchandise,  who  would  of  course  require  to  be 
paid  not  in  English  currency,  but  in  dollars,  would 
demand  dollars,  at  the  exchange  rate,  not  equivalent 
to  the  face  value  of  the  bill,  but  to  the  equivalent 
of  £5  15s.  for  every  £;^  17s.  loj^.,  and  would  send 
us  merchandise  equivalent  to  the  £5  15s. 

But  facts  are  the  reverse  of  these  to-day,  and,  if 
the  course  of  business  were  ordinary,  he  would 
now  accept  dollars  equivalent  to  £3  17s.  io|i.  for 
every  £5  15s.  of  I  is  bill,  sending,  however,  no  more 
merchandise  than  the  equivalent  of  £3  175.  lo^d. 
But  such  a  spectacle  occurring  in  the  sight  of  the 
world,  in  relation  to  deahngs  totaUing  thousands  of 
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millions  of  pounds,  would  ruin  the  credit  of  this 
country.  The  nation  would  not  tolerate  it ;  though 
at  the  psychological  moment,  to  our  consternation, 
even  worse  may  yet  confront  us  ! 

Concerted  action,  by  the  proper  authorities, 
international  merchants,  international  bankers,  and 
international  buyers  and  sellers  of  bills,  becomes 
imperative,  in  order  to  settle  a  rate  for  the  regula- 
tion of  all  dealings  in  bills  and  cables. 

But  a  fundamental  principle  cannot  be  outwitted. 
It,3  effect  merely  takes  another  shape.  The  drawer 
obtains  a  few  more  dollars  for  his  bill  and  supplies  a 
relatively  smaller  quantity  of  goods.  He  sells  at 
prices  correspondingly  higher.  The  importer  to 
this  country  is  compelled  to  raise  his  selling  price 
accordingly,  which  promotes  an  everlasting  series 
of  consequential  rises  ;  and  prices  are  modified  and 
varied  only  by  the  relative  frequency  of  the  turn- 
over of  capital  invested  in  different  businesses. 

In  the  purely  financial  aspect  of  the  process  the 
American  exporter  appears  to  receive  for  his  claim 
to  an  English  pound  sterling  fewer  dollars  than  he 
received  for  it  when  the  demand  for  his  goods  was 
far  less  insistent  than  during  a  great  war.  The 
difference  expresses  the  agreed  depreciation  of  our 
currency ;  the  computed,  artificially  arbitrated, 
rate  of  exchange. 

The  American  exporter  received  from  the  buyer 
of  his  bill  (or  cable),  say,  4  dollars  76  cents  for  each 
claim  of  £1  sterling,  instead  of  the  gold  equivalent 
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to  our  gold  coin  of  4  dollars  86  cents.  He  appears 
to  lose  10  cents  or  ^d.  on  each  £1.  He  only  appears 
to  do  so,  because  he  provided  against  it  in  the 
price  of  his  goods.  The  buyer  of  the  bill  actually 
gains  it,  however ;  so  that  we  pay  it  twice.  As 
frequently  as  the  buyer  can  turn  over  his  credit  in 
this  way  he  makes  5^.  on  this  £1.  In  a  year  he 
may  gain  36J  times  ^d.,  or  a  profit  of  15s.  2^d,  per 
£1  per  annum  from  depreciation  of  our  currency 
in  relation  to  gold.  15s.  2^d.  is  about  76  per  cent, 
on  £1,  and  £s  17s.  io|^.  approximates  70  per  cent, 
of  £5  15s.  If  the  recognized  frequency  of  turn-over 
were  known  for  calculation  against  the  actual  open- 
market  price  of  gold  in  our  currency  as  distinct  from 
the  legal  or  mint  price,  the  percentages  would  be 
alike,  because  one  set  of  dealings  (subject  to  the 
purely  commodity  aspects  of  prices,  quantities  and 
quick  turn-over  indicated  above)  moulds  the  other. 
The  effect  of  all  this  to  our  detriment  in  dealings 
which  involve  thousands  of  millions  of  pounds  is 
appalling  !  Yet  the  evil  is  being  augmented  by  the 
further  depreciation  of  our  currency  week  by  week 
by  the  issue  of  more  notes  against  the  same  amount 
of  gold ;  and  those  who  critically  broach  the  point 
are  elbowed  aside  with  the  shibboleth  ''  After  the 
war !  ''  or  bantered  Ughtly  with  ''  The  German 
bogey !  **  No  cure  would  operate  quickly  now 
except  to  check  the  growth  of  the  disease.  Cures, 
however,  are  not  to  be  applied  if  they  have  *'  no 
precedent ''  !     But^how  can  we  continue  ? 
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The  principle  underlying  our  attempts  to  regulate 
prices  without  rectifying  our  currency,  however 
modified  by  quick  turn-overs,  threats,  cajolery,  and 
sentimental  appeals,  is  neither  more  nor  less  than 
an  order  to  trade  £5  15s.  for  £3  17s.  loj^.,  which  is 
as  absurd  as  it  is  self-destructive.  Think  of  the 
amazing  nostrum  with  which  we  are  now  coquetting 
to  encourage  such  trade  by  making  up  the  differ- 
ence, plus  a  profit,  out  of  taxation  ! 

We  cannot  win  the  war  on  these  lines. 

If  the  paraphernalia  of  finance,  given  such  play 
and  backed  by  our  own  perversity,  on  that  strange 
principle,  should  be  allowed  to  cause  first  our 
exhaustion  and  then  our  defeat,  the  blame  will 
rest  not  upon  a  treacherous  enemy,  but  upon 
ourselves. 

What  a  fall  that  would  be,  in  a  few  short  months, 
for  a  mighty  Empire  that  Time  took  centuries  to 
build ! 

In  conclusion  let  me  also  point  out  that : 

(i)  We  should  forthwith  raise  "the  discount  rate 
of  the  Bank  of  England  on  the  principle  that  *'  an 
improperly  low  rate  of  discount  is,  in  its  practical 
effects,  a  depreciation  of  the  currency  "  ; 

(2)  We  should  counteract  the  ill  effects  of  this 
by  creating,  on  lines  already  described  in  the 
Fortnightly  Review  of  November,  a  form  of  internal 
credit  which  is  both  sound  and  cheap,  besides 
being  absolutely  necessary  for  other  reasons  than 
this ; 
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(3)  We  should  apply  every  possible  means  of 
increasing  the  value  and  economizing  the  use  of 
our  legal  tender  currency ;  increasing  the  value  by 
collecting  and  conserving  all  available  gold  to  be 
reserved  against  it  and  by  cancelHng  excess,  either 
against  an  issue  of  war  bonds  or  out  of  revenue  ; 
economizing  the  use  of  it,  and  reducing  the  quantity 
needed,  by  extending  the  cheque  system  through 
the  encouragement  of  universal  banking  accounts 
and  payments  by  cheque  in  every  possible  case 
of  either  large  or  small  amount. 

These  things  ought  to  be  done,  and  done  quickly, 
or  they  will  be  ''  too  late." 
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SIX  POINTS  OF  AN  ECONOMIC  WAR  POLICY, 
INCLUDING  A  FINANCIAL,  AS  DISTINCT 
FROM  EITHER  AN  ORDINARY  TRADING 
OR  A  NAVAL  BLOCKADE 

TWO  CHARTS:  THE  ONE  SHOWING  THE 
WORKINGS  OF  THE  PROPOSED  INDUS- 
TRIAL LOANS  BILL  ;  THE  OTHER,  THE 
STABILITY  OF  THE  PROPOSED  CREDIT 
OF  THE  BILL  AS  COMPARED  WITH 
THAT  OF  ORDINARY  BANKING  CREDIT 
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SIX  POINTS  OF  AN  ECONOMIC  WAR  POLICY, 
INCLUDING  A  FINANCIAL,  AS  DISTINCT 
FROM  EITHER  AN  ORDINARY  TRADING 
OR  A  NAVAL  BLOCKADE 

(1)  THE  RE-ESTABLISHMENT  OF  SOUND  LEGAL  TENDER. 

(2)  THE     STOPPAGE     OF     LEGAL    TENDER    CURRENCY 

DEPRECIATION  IN  AMERICA. 

(3)  THE  STOPPAGE  OF  INTERFERENCE  WITH  PRICES. 

(4)  THE  STOPPAGE   OF  THE  CIRCULATION   OF  BRITISH 

BILLS  IN  GERMAN  INTERESTS. 

(5)  THE    BOYCOTT    OF    GERMAN    AND    OTHER    ENEMY 

SECURITIES. 

(6)  THE    SUBORDINATION    OF    MILITARY    TO    NAVAL, 

AIR  AND  ECONOMIC  POLICY. 

(i)  To  Restore  Soundness  of  the  Currency 

{a)  Attract  gold  and  reduce  its  outflow  by  rais- 
ing the  Bank  of  England  discount  rate  to  the 
difference  between  the  New  York  rate  for  60-day 
exchange  on  London  and  Specie  Point,  viz.  $4*83|c. 

This  would  create  a  much  greater  demand  for 
bills  on  London  as   investments  for  bankei.    etc., 
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of  other  countries.  The  price  of  the  bills  would 
rise  because  of  the  extra  demand. 

The  discount  rate  should  be  raised  by  not  less 
than  I  per  cent,  per  week,  and  faster,  should  other 
countries  raise  theirs. 

As  objectionable  consequences: 

Deposit  rates  would  rise,  and  so  would  interest 
charged  to  borrowers,  bill  brokers  for  instance ; 
bills  already  held  by  brokers  would  fall  in  value 
to  the  extent  to  which  discount  had  risen ;  busi- 
ness carried  on  with  borrowed  money  would  suffer 
from  increased  charges  for  loans ;  applications  for 
War  Bonds  might  be  reduced. 

But  all  these  objections  could  he  met  with  cheap 
internal  credit  created  by  the  proposed  Industrial 
Loans  Bill. 

(b)  All  the  necessary  gold  available  should  be 
collected  and  stored  against  the  Treasury  Notes : 
i.e.  gold  already  in  the  country  as  jewellery  and 
hoarded  coin ;  gold  which  would  be  attracted  here 
for  investment  at  its  acknowledged  value ;  and 
the  output  of  our  gold-mines ;  in  excess  of  the 
gold  required  for  use  by  us  as  a  basis  of  credit  in 
other  countries. 

Supplement  these  positive  methods  of  re-estab- 
lishing the  reahty  of  our  legal  tender  currency  by 
others  having  the  negative  effect  of  reducing  the 
quantity  required,  viz.  : 

(c)  By  strenuous  encouragement  of  the  use  of 
cheques  to  the  utmost  practicable  extent  for  small 
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as  well  as  large  accounts  ;  prohibition  of  dealings 
for  cash  whenever  the  purchaser,  though  insuffi- 
ciently known  to  the  seller,  could  pay  with  a  cheque 
certified  by  his  bank  ;  a  requisition  that  all  cheques 
be  crossed  ;  the  making  of  small  frequent  trans- 
actions the  subject  of  weekly,  or  longer,  periodical 
cheque  settlements ;  the  opening  of  a  Current 
Account  Department  at  the  Post  Office  Bank  if 
necessitated  by  inadequate  banking  faciUties  to 
cope  with  so  many  accounts  ;  the  appointment  of 
local  instructors  to  coach  people  not  versed  in  the 
use  of  cheques.  Whilst  the  present  stamping  of 
receipts  should  not  be  interfered  with  in  respect 
of  payment  by  cheque,  all  persons  receiving  cash 
payments,  i.e.  payments  in  legal  tender  currency, 
of  £1  or  over,  should  be  required  to  give  a  receipt 
bearing  a  6d.  stamp,  to  be  increased  if  necessary 
to  as  much  as  6d.  in  the  £1. 

When  the  currency  was  again  sound,  the  American 
exchange  would  adjust  itself  to  par  and  eliminate 
exchange  manipulation  from  the  risks  of  traders. 

American  exports  to  us  are  balanced  or  offset  by — 

(i)  Our  exports  to  America. 

(2)  Temporary  credits  raised  there. 

(3)  Sales  of  securities  there. 

(4)  Long  loans  raised  there. 

Any  financiers  who  blocked  the  way  to  adjust- 
ment to  par  under  those  conditions  would  prove 
themselves  traitors  or  enemies. 
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With  the  soundness  of  our  legal  tender  currency 
re-established,  the  fictitious  or  inflated  part  of  the 
rise  in  prices  would  vanish  ;  only  the  legitimate 
part  of  the  rise  would  remain,  and  would  affect 
only  those  commodities  and  services  for  which  the 
demand  was  insatiable. 

During  the  period  occupied  by  the  re-establish- 
ment of  our  legal  tender,  the  depreciation  of  the 
U.S.  currency,  which  is  now  being  engineered  would 
turn  the  American  exchange  in  our  favour. 

(2)  Depreciation  in  America 

The  currency  in  America  is  being  rapidly  depre- 
ciated by  the  issue  of  Federal  Reserve  Notes  in 
rediscounting  commercial  bills,  substitution  for  silver 
certificates,  and  War  Finance  Corporation  Loans. 
The  bills,  when  renewed,  have  ceased  to  represent  the 
commodities  and  services  which  gave  rise  to  them, 
such  commodities  and  services  having  been  consumed 
or  destroyed ;  and  the  notes,  therefore,  as  credit 
instruments  have  ceased  to  have  anything  behind 
them. 

40  per  cent,  in  gold  is  supposed  to  be  held  in 
reserve  against  them  as  a  form  of  money,  but  this 
is  rapidly  being  reduced  by  the  substitution  of 
paper,  under  the  influence  of  war  emergency  mea- 
sures in  the  somewhat  wild  rush  of  war  preparations. 

When  these  notes  have  become  a  vast  quantity 
of  mere  inconvertible  paper,  an  engineered  panic 
regarding  them  will  suddenly  disorganize  business  ; 
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a  rush  to  turn  them  and  other  credits  into  gold  and 
silver  will  take  place ;  suspension  of  specie  pay- 
ments will  be  ordered ;  the  panic  will  be  stayed, 
but  the  industrial  organism  will  have  been  thrown 
completely  out  of  gear  and  business  brought  to  a 
standstill ;  nobody  will  part  with  anything  of 
value  ;  the  workers  will  be  hungry,  riotous  and 
unmanageable. 

If  our  currency  should  not  by  that  time  have 
been  rendered  sound,  the  effect  upon  Great  Britain 
must  be  absolutely  disastrous ;  in  any  event  it 
would  be  great  owing  to  the  extent  of  our  depend- 
ence on  America.  But  the  exchange  would  drop 
to  $3 '200.  or  lower,  and  our  present  prices  would 
jump  to  unknown  heights,  creating  an  economic 
crisis  such  as  put  Russia  out  of  the  war. 

The  depreciation  of  the  U.S.  currency  would 
not  help  us  soon  enough,  even  if  the  disordered 
industrial  conditions  would  not  be  admitted  by 
the  U.S.  financiers  any  more  than  the  depreciation 
of  our  currency  has  been  admitted  by  us.  We 
profess  to  admit  it,  but  prove  the  contrary  by  fixing 
the  price  of  gold. 

(3)  Stop  Interference  with  Prices 
When  our  currency  has  been  made  sound,  prices, 
quoted  in  that  currency,  will  fall  to  soundness  also, 
and  will  rise  and  fall  in  the  course  of  trade. 

They  should  not  then  be  interfered  with,  because 
the   then   high   prices   would   include   merely   the 
14 
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legitimate  premium  necessarily  paid  for  supplies, 
in  order  to  procure  them  in  the  teeth  not  only  of 
world-competition,  but  also  of  the  U-boat  blockade. 
This  blockade,  which  all  suppliers  from  abroad, 
or  even  around  our  coasts,  have  to  run,  vast  numbers 
of  traders  of  various  nationalities  cannot  be  induced 
or  expected  to  run,  except  at  a  certain,  not  a  dubious 
profit.  It  is  probably  true  that  many  of  our  ships, 
supposed  sunk  by  U-boats,  because  the  owners  are 
*'  without  trace  of  them,"  are  trading  elsewhere. 
All  necessary  supplies  will  rapidly  increase  on  the 
re-establishment  of  prices  in  a  sound  currency. 
Higher  prices  then  will  bring  larger,  not  smaller, 
supplies. 

(4)  Stop  Circulation  of  British  Bills  in  German 
OR  OTHER  Enemy  Interests 

The  German-American  financier  in  America 
purchased  bills  drawn  upon  us  for  supplies  to  us. 

With  the  proceeds  of  these  Bills  he  opened  Credits 
in  London. 

With  these  Credits  he  purchased  Treasury  bills, 
or  other  sterling  bills  through  his  agent  here. 

The  agent,  so  instructed,  passed  these  bills  to 
the  agent  of  the  said  German- American  financier, 
say  in  Holland. 

This  Holland  agent,  probably  a  pro-German 
banker,  ordered  supplies  for  Germany,  paid  for 
them  with  the  British  bills— acceptable  to  the 
Holland  merchant  because  acceptable  to  his  own 
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banker  whether  pro-enemy  or  pro-ally — which  bills 
were  parted  with  by  the  said  Holland  merchant  to 
his  own  banker  in  exchange  for  Holland  Banking 
Credit,  which  was  all  he  required. 

Such  a  bill  thereupon  acquired  by  the  first,  or 
another  pro-German  banker,  became  once  more 
the  means  of  furthering  German  supplies,  and  did 
so  as  often  as  possible,  during  its  run  to  maturity, 
when  it  came  back  to  the  bank  for  redemption  by 
the  Treasury,  was  renewed  from  the  proceeds,  and 
entered  upon  the  like  round  for  promoting  further 
enemy  supplies. 

These  bills  are  in  circulation  in  every  country 
where  pro-German  bankers  can  operate. 

£20,ooo,ooo's  worth  of  such  bills  turned  over 
rapidly,  say  every  fourteen  days,  would  finance 
German  supplies  of  £520,000,000  per  annum. 

It  is  mere  play-acting  to  profess  to  stop  the 
circulation  of  these  bills  by  prohibition  of  their 
export  and  to  allow  substitution  therefor  of  bills 
on  New  York  or  of  British  Treasury  bills,  issued 
in  New  York,  to  the  tune  of  £30,000,000. 

The  circulation  can  be  stopped — 

By  confiscation,  which  may  or  may  not  be 
desirable. 

By  the  issue  of  long-term  British  Securities 
in  the  respective  countries  in  exchange  for 
the  bills — an  easy  matter  if  German  securities 
are  banned. 
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By  united  action  on  the  part  of  the  British 
and  American  Governments  requiring  the  finan- 
ciers in  both  countries  to  have  such  securities 
taken  up  by  their  agents  in  the  respective 
countries  in  exchange  for  the  bills. 

By  the  threat  of  capital  punishment  and  the 
transfer  of  all  assets  to  the  Government  of 
any  financier  detected  in  making  or  furthering 
this  use  of  these  bills. 

Proof  can  be  obtained  by  watching  supplies  into 
Germany,  Austria,  etc.,  and  tracing  back  the 
movements  which  brought  the  supplies  to  that  stage, 
supplies  along  all  possible  routes  having  been  under 
observation  independently  and  precautions  fo 
identifying  them  duly  taken. 

(5)   Boycott    German   and    other  Enemy  War 

Securities 

This  is  desirable  in  order  : 

(i)  To  prevent  the  banking  credits  in  neutral 
countries  from  being  transferred  into  German 
Loan  securities  at  low  rates  rendering  it  to 
the  interests  of  so  many  people  in  those  coun- 
tries that  Germany  should  not  be  beaten. 
(This  would  force  internal  Germany  to  absorb 
its  own  loans.) 

(2)  To  allow  these  credits  to  increase  to  such 
proportions  as  would  frighten  the  people  off 
further    supplies   to    Germany,    such    supplies 
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being  the  cause  of  the  swollen  credits.     (This 
would  gradually  stop  enemy  suppUes.) 

(3)  To  prevent  not  only  neutrals,  but  the 
enemy  peoples  from  being  wilUng  or  able  to 
take  up  further  loans  issued  by  the  enemy  ; 
and  to  precipitate  in  enemy  countries,  not 
only  hoarding  of  everything  valuable,  but  also, 
in  all  probability,  panic  at  the  financial  outlook. 
(This  would  gradually  stop  the  means  of  the 
German  Government  to  pay  its  way,  whether 
in  or  out  of  Germany.) 

(4)  To  prevent  enemy  securities  (probably 
£8,500,000,000)  from  being  used  after  the  war 
to  compete  with  ours  in  the  selling  of  these 
throughout  all  countries  in  exchange  for  the 
banking  credits  established  there  by  war  pros- 
perity when  we  shall  need  those  banking  credits 
wherewith  to  pay  for  the  supplies  of  raw 
material  from  those  countries,  with  which  to 
resume  peace  industries  on  a  great  scale. 
(This  would  effectually  check  the  recovery  of 
Germany  until  the  Allies  had  recovered,  and 
it  would  not  prevent  the  release  from  the  ban 
of  enough  of  German  securities  to  finance  the 
rehabilitation  of  Belgium,  Serbia,  Rumania, 
etc.) 

To  effect  the  boycott : 

Make  an  International  Agreement  between 
all  the   Allied   Nations   in  league   prohibiting 
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dealings  in  the  Enemy  Securities  on  any 
Bourse  or  Stock  Exchange  or  other  market  for 
twenty  years  after  the  declaration  of  peace — 
dealings  of  any  kind  whether  public  or  private, 
by  companies,  or  individuals,  or  parties  of 
individuals,  either  for  transfer,  exchange,  sale, 
purchase,  hire  in  connection  with  loans  or 
otherwise,  as  security  or  part  security,  col- 
lateral, marginal,  supplementary  or  otherwise ; 
and  by  imposing  extreme  penalties  in  each 
country  and  as  between  the  parties  and  the 
countries  for  any  breach  of  this  agreement, 
which,  when  arrived  at,  should  be  published  in 
all  languages  throughout  the  entire  world. 

Allied  Governments  which  should  enforce  the 
boycott  could  give  national  securities  to  their  bona- 
fide  bankers  in  exchange  for  the  big  batch  of  enemy 
securities  which  these  bankers  had  been  tricked  into 
holding. 

These  Governments  are  morally  and  strategically 
wrong  to  avoid  this  boycott,  prolong  the  war,  waste 
human  life,  and  spend  thousands  of  millions  of 
pounds  in  a  short-sighted  effort  to  save  a  loss  for  a 
generation  of  what  cannot  mean  more  than  a  few 
hundred  millions  in  the  bills  and  books  of  these 
bankers. 

Besides,  before  many  months  were  over,  the  enemy 
would  sign  any  peace  that  would  procure  the  removal 
of  such  a  boycott. 
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(6)  The  Subordination  of  Military  to  Naval, 
Air  and  Economic  Policy 

Change  our  war  policy  so  as  to  place  the  national 
resources  for  a  war  of  ''go  on  or  go  under"  in 
such  order  as  shall  enable  us  to  "  go  on/'  if  need 
be,  indefinitely.     That  order  : 

Economic  structure,  first ; 
Military  warfare,  second. 

How  ? 

Limit  our  military  and  extend  our  naval  and 
air  efforts  in  order  to  economize  man-power,  develop 
machine  power  and  increase  thereby  our  real 
effectiveness  against  a  miUtary  power. 

Reduce  and  improve  our  Army. 

Resort  to  the  defensive  in  the  field  a  la  Joffre, 
but  in  the  smallest  possible  field. 

Re-estabUsh  the  country's  necessary  transport 
facilities. 

Re-establish  all  forms  of  industry  and  production 
with  the  conviction  that  all  were  necessary  and 
existed  for  that  reason ;  but  limit  their  duplication 
where  they  were  needlessly  multiplied  by  com- 
petition. Within  these  limits  permit  the  people  to 
be  successful  without  fear  of  that  being  treated  as 
a  semi-crime  or  provoking  excessive  taxation, 
tantamount  to  confiscation. 

Pass  the  Industrial  Loans  Bill  in  order — 

(i)  To  enable  credits  like  Railway  Deben- 
tures to  be  converted  into  War  Bonds. 
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(2)  To  widen  the  taxable  area. 

(3)  To  attract  from  other  countries  to  the 
different  units  of  the  Empire  citizens  who 
would  probably  bring  labour  with  them  or 
devise  substitutes  for  labour. 

(4)  To  promote  production  through  individual 
initiative  ;   and 

(5)  To  further  the  rapid  development  of  the 
Empire  to  independence  and  greater  instead  of 
less,  formidableness  as  the  war  progresses. 


Note  to  Page  109 

Paul  M.  Warburg  cited  approvingly  the  transfers 
of  cotton  as  the  basis  of  bills  to  be  discounted  with 
legal  tender  notes,  i.e.  made  the  basis  of  lawful  money. 
He  appears  to  have  been  inspired  to  do  so  by  a  book 
which  must  have  come  under  his  notice,  seeing  that 
it  was  issued  by  the  National  Monetary  Commission. 

The  book  is  a  translation  of  Reisser's  The  German 
Great  Banks  and  Their  Concentration.  But  he  does 
not  point  out  the  weakness  inherent  in  such  bills 
which  that  book  makes  clear. 

The  following  excerpt  tells  the  story  that  one 
imagines  Paul  M.  Warburg  might  have  told  : 

''  In  connection  with  the  expert  testimony 
before  the  bank  inquiry  commission,  two  mem- 
bers of  the  commission,  Heiligenstadt  and 
Fischel,  pointed  out  cases  not  at  all  rare,  which 
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show  particularly  well  how  little  the  banks  are 
able,  in  many  cases,  to  tell  the  true  character 
of  a  bill  from  the  instrument  itself,  which  may 
often  come  to  them  from  second  or  third  hands, 
unless  they  know  the  character  of  the  business 
which  gave  rise  to  the  bill.     Let  us  take  the 
following  example  :    '  A  spinner  imports  cotton 
from  America  and  gives  his  acceptance  for  it. 
He  spins  the  purchased  cotton  into  yarn  in  two 
weeks,   and  sells  and  delivers  the  yarn  to  a 
weaving  establishment,  drawing  on  the  latter 
for  the  goods.     The  weaving  concern  makes  it 
into  cloth,  and  sells  the  woven  fabric  to  some 
print  works,  drawing  on  the  cotton  print  con- 
cern for  the  goods  delivered.     Here  we  have 
three  bills,  each  of  which  must,  according  to 
every  characteristic,   be   classed   as  the   most 
substantial  bill  in  the  world  ;    and  yet  in  the 
last  analysis  they  are  based  only  on  a  single 
commodity.'     (Fischel's  evidence.)    The  pheno- 
menon in  question  of  one  commodity  furnish- 
ing the  economic  basis,  or  being  the  '  economic 
good '  of  a  series  of  bills,  may  in  case  of  a  boom 
period  or  in  times  of  stress,  such  as  was  the 
case  in  America  in  1908,  be  intensified  by  the 
feverish  hurrying  of  the  processes  of  production 
characteristic  in  such  periods,  as  witnessed  like- 
wise in  our  own  electrical  and  other  industries." 
(Chap.  IL,  part  ii.,  pp.  281-2,  '*  Credit  Opera- 
tions.") 


2i8  NOTE  TO  PAGE  109 

It  is  to  be  hoped  that  Paul  M.  Warburg  has  pointed 
out  the  danger  to  President  Wilson,  to  whom  he  is 
reported  to  be  financial  adviser,  for,  in  the  United 
States,  not  only  is  the  *'  hurrying  of  the  processes  of 
production  "—due  to  war — ■  in  operation,  but  the 
bills  so  created  are  being  made  the  basis  of  legal 
tender  currency. 
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